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SELECTED FINANCIAL INFORMATION
BANK ONE CORPORATION and Subsidiaries

(In millions, except per share data, ratios, and headcount) 2002° 2001 2000 1999 1998
Income Statement Data:
Total revenue, net of interest expense S 16,831 $ 15,861 $ 13,926 $ 17,713 $ 17,418
Net interest income — fully taxable-equivalent (FTE) basis 8,740 8,769 8,974 9,142 9,469
Noninterest income 8,236 7,223 5,090 8,692 8,071
Provision for credit losses 2,487 2,510 3,398 1,249 1,408
Noninterest expense 9,581 9,551 11,608 11,490 11,545
Income (loss) before cumulative effect

of change in accounting principle 3,295 2,682 (5171) 3,479 3,108
Net income (loss) 3,295 2,638 (511) 3,479 3,108

Per Common Share Data:
Income (loss) before cumulative effect
of change in accounting principle:

Basic $ 283 S 228 | $ (045 | $ 297 | $ 265

Diluted ? 2.80 2.28 (0.45) 2.95 2.61
Net income (loss):

Basic $ 283 S 225 | $ (045 | $ 297 | $ 265

Diluted ? 2.80 2.24 (0.45) 2.95 2.61
Cash dividends declared 0.84 0.84 1.26 1.68 1.52
Book value 19.28 17.33 15.90 17.34 17.31
Balance Sheet Data - Ending Balances:
Loans $148,125 $156,733 $174,251 $163,877 $155,398
Total assets 277,383 268,954 269,300 269,425 261,496
Deposits 170,008 167,530 167,077 162,278 161,542
Long-term debt © 43,234 43,418 40,911 35,435 22,298
Common stockholders’ equity 22,440 20,226 18,445 19,900 20,370
Total stockholders’ equity 22,440 20,226 18,635 20,090 20,560
Credit Quality Ratios:
Net charge-offs to average loans 1.63% 1.37% 0.81% 0.77% 0.97%
Allowance to period end loans 3.20 2.97 2.42 1.42 1.51
Nonperforming assets to related assets 2.38 2.35 1.48 1.02 0.83
Financial Performance Ratios:
Return (loss) on average assets 1.25% 0.98% (0.19)% 1.36% 1.30%
Return (loss) on average common equity 15.2 13.4 (2.7) 17.1 15.9
Net interest margin 3.78 3.69 3.72 4.09 4.52
Efficiency ratio 56.4 59.7 82.5 64.4 65.8

Capital Ratios:
Risk-based capital:

Tier 1 9.9% 8.6% 7.3% 7.7% 7.9%
Total 13.7 12.2 10.8 10.7 11.3
Leverage 8.9 8.2 7.3 7.7 8.0

Common Stock Data:
Average shares outstanding:

Basic 1,162 1,166 1,154 1,168 1,170
Diluted @ 1,172 1,174 1,154 1,178 1,189
Stock price, year-end S 36.55 $ 39.05 $ 36.63 $ 32.00 $ 51.06
Stock dividends — — — — 10%
Headcount 73,685 73,519¢ 80,778 87,735 92,800
(1) Net interest income-FTE includes taxable equivalent adjustments of $145 million, $131 million, $138 million, $121 million and $122 million for the years ended
December 31, 2002, 2001, 2000, 1999 and 1998, respectively.
(2) Common equivalent shares and related income were excluded from the computation of diluted loss per share for the year-ended December 31, 2000
as the effect was antidilutive.
(3) Includes trust preferred capital securities.
(4)  Related assets consist of loans outstanding, including loans held for sale and other real estate owned.
(5) Results include the effects of the consolidation of Paymentech, Inc. and Anexsys, LLC.
(6) Beginning in 2001, employees on long-term disability and employees of unconsolidated subsidiaries are excluded. Prior period data have not been

reclassified for this change.
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DESCRIPTION OF BUSINESS

BANK ONE CORPORATION and subsidiaries (“Bank One”
or the “Corporation”) is a diversified financial holding company
that offers a full range of financial services to consumers and com-
mercial customers. The Corporation is:

* A leader in retail and small business banking

e A premier provider of lending, treasury management,
and capital markets products to commercial customers

e The third largest credit card issuer in the United States
and the largest Visa® issuer in the world

¢ A leading investment management company

For a description of each business segment refer to “Business
Segment Results and Other Data” beginning on page 38.

Basis of Presentation
The Corporation’s financial statements are based on the application
of accounting principles generally accepted in the United States of
America, which are described in the notes to the consolidated finan-
cial statements starting on page 84. The Corporation’s financial
statements are highly dependent upon certain judgments, assump-
tions and estimates made by the Corporation. Those that are most
critical to the overall financial statements are described below.
Management’s discussion and analysis may contain forward-
looking statements provided to assist in the understanding of
anticipated future financial performance. However, such perfor-
mance involves risks and uncertainties that may cause actual
results to differ materially from those expressed in forward-look-
ing statements. See page 79 for a discussion of these factors.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

Generally accepted accounting principles are complex and require
management to apply significant judgment to various accounting,
reporting and disclosure matters. Management must use assump-
tions and estimates to apply these principles where actual
measurement is not possible or practical.

For a complete discussion of the Corporation’s significant
accounting policies, see the footnotes to the Consolidated
Financial Statements (pages 84-108) and discussion throughout
this financial review document. Below is a plain-English discus-
sion of the Corporation’s critical accounting policies. These
policies are critical because they are highly dependent upon sub-
jective or complex judgments, assumptions and estimates.
Changes in such estimates may have a significant impact on the
financial statements. Management has reviewed the application
of these policies with the Audit and Risk Management Committee
of the Corporation’s Board of Directors.

Allowance for Credit Losses

The allowance for credit losses represents management’s estimate
of probable losses inherent in the Corporation’s credit portfolios.
In determining an adequate allowance, management makes
numerous assumptions, estimates and assessments. At the end of

2002, the allowance for credit losses was $4.5 billion, represent-
ing 3.20% of loans at year end.

The Corporation’s allowance consists of three components:
asset specific, expected loss and stress. The Corporation’s method-
ology for determining each component is more fully described
on pages 57-58 and 71-72.

The asset specific component applies to loans evaluated indi-
vidually for impairment and is based upon management’s best
estimate of discounted cash repayments and proceeds from liqui-
dating collateral. The actual timing and amount of repayments
and the ultimate realizable value of the collateral may differ from
management’s estimates.

The expected loss component for commercial credits is based
upon internal risk ratings that are applied to individual credits
based upon the probability and amount of loss in the event of a
default. These expected loss estimates are sensitive to changes in
the risk profile of a customer, realizable value of collateral, other
risk factors and actual loss experience.

The expected loss component of consumer credits is generally
determined by applying statistical loss factors and other risk indi-
cators to pools of loans by asset type. These expected loss estimates
are sensitive to changes in delinquency status, credit bureau scores,
the realizable value of collateral, and other risk factors.

The stress component represents the effect of probable eco-
nomic deterioration above and beyond what is reflected in the
asset specific and expected loss components. This amount is
determined based upon the results of a series of tests that stress the
credit portfolios. The Corporation’s stress testing methodology is
more fully described on pages 71 — 72.

The underlying assumptions, estimates and assessments used
by management to determine these components are continually
evaluated and updated to reflect management’s current view of
overall economic conditions and relevant factors impacting credit
quality and inherent losses. Changes in such estimates could sig-
nificantly impact the allowance and provision for credit losses in
each business segment. The Corporation could experience credit
losses that are different from the current estimates made by man-
agement.

Securitizations

The Corporation packages primarily credit card loans into secu-
rities that are sold to investors or retained on the balance sheet
through the process of securitization. By applying detailed
accounting guidelines, the Corporation determines if a securiti-
zation transaction results in a sale (as opposed to a secured
borrowing), the amount of any gain or loss on such sale, and the
value of retained interests in the securitized assets. During 2002,
Card Services recognized $55 million in gains from the securiti-
zation of $6.8 billion in credit card receivables. The retained
interest was approximately $28 billion at the end of 2002.
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Management utilizes a discounted cash flow model to esti-
mate the value of retained interests. Projected cash flows are
generally based upon estimates of finance charges and fees related
to the securitized assets, net credit losses, average life, the con-
tractual fee to service the loans, and also contractual interest paid
to third party investors. See page 94 for a pretax sensitivity analy-
sis of the assumptions used to determine the fair values assigned
to the Corporation’s retained interests.

Changes in the cash flow estimates used may have a signifi-
cant impact on Card Services’ valuation of retained interests and
the initial gain or loss on sale. See the “Loan Securitizations” on
page 74 and Note 9 “Credit Card Securitizations” on pages 94-95
for further information on the Corporation’s securitization activ-
ities.

Valuation of Certain Financial Instruments

The majority of the Corporation’s financial instruments that
require fair value measurements are determined based on quoted
market prices. The Corporation must estimate the fair value of
certain financial instruments, such as some principal investments
and credit derivatives, which are not publicly traded or are traded
in limited markets. These amounts represent the estimated values
at which financial instruments could be currently exchanged or
settled between willing parties.

While the fair value of a publicly traded investment is deter-
mined using quoted market prices, the fair value of some
investments must be estimated based upon the investees’ finan-
cial results, conditions and prospects, values of comparable public
companies, market liquidity, and sale restrictions. Other invest-
ments require the use of a discounted cash flow model or other
modeling techniques utilizing the limited market information to
estimate fair value. These fair value estimates are most sensitive to
the timing and amount of actual cash flows and market liquidity.

Changes in these estimates may have a significant impact
on the carrying amount and the related valuation gains and losses
on these financial instruments in the Commercial Banking and
Corporate lines of business.
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Stock Option Compensation

Prior to 2002, the Corporation did not record compensation
expense for stock option awards. In 2002, the Corporation began
recognizing the expense associated with stock options granted
during 2002 using the fair value method. Compensation cost is
calculated based on the fair value of the award at the grant date,
and is recognized as an expense over the vesting period of the
grant. The Corporation uses the Black-Scholes option pricing
model to estimate the value of granted options. This model takes
into account the option exercise price, the expected life, expected
forfeitures, the current price of the underlying stock, the expected
volatility of the Corporation’s stock, expected dividends on the
stock and a discount rate.

Since compensation cost is measured at the grant date, the
only variable whose change would impact expected compensa-
tion expense recognized in future periods for 2002 grants is actual
forfeitures. If the Corporation experiences a 50% lower forfei-
ture rate than estimated, compensation expense in the period of
change would increase by $4 million. See Note 19 “Stock-Based
Compensation” on page 100 for the specific assumptions used to
calculate the fair value of options granted.

Pension

The Corporation provides pension benefits to its employees. In
accordance with applicable accounting rules, the Corporation
does not consolidate the assets and liabilities associated with the
pension plan. (At the end of 2002, the fair value of pension plan
assets was $2.5 billion and the plan was overfunded). Instead, the
Corporation recognizes a prepaid asset for contributions the
Corporation has made to the pension plan in excess of pension
expense. The measurement of the prepaid asset and the annual
pension expense involves actuarial and economic assumptions.

The assumptions used in pension accounting relate to the
expected rate of return on plan assets, the rate of increase in
salaries, the interest-crediting rate, the discount rate, and other
assumptions. See Note 18 “Employee Benefits” on page 98 for the
specific assumptions used by the Corporation.

The annual pension expense for the Corporation is currently
most sensitive to the return on asset assumption. For example,
each 25 basis point reduction in the 2003 expected rate of return
of 7.5% would increase the Corporation’s 2003 pension expense by
approximately $8 million. In addition, each 25 basis point reduc-
tion in the 2003 discount rate of 6.5% would impact the
Corporation’s 2003 pension expense by approximately $1 million.



SUMMARY OF RESULTS
(All comparisons are to the prior year unless otherwise specified)

Net income was $3.3 billion, or $2.80 per diluted share. This is
compared to net income of $2.6 billion, or $2.24 per diluted share.

Net interest income remained relatively unchanged at $8.6
billion. Decreases resulting from the intentional reduction of cer-
tain segments of the loan portfolio were offset by increases in Retail
core deposits and the benefit of lower interest rates.

Noninterest income of $8.2 billion increased $1.0 billion,
and as a percentage of total revenue increased to 48.9% from
45.5%. This increase was primarily due to growth in credit card
revenue resulting from the acquisition of the Wachovia credit card
business in the third quarter of 2001, and the consolidation of
Paymentech, Inc. beginning January 1, 2002.

Noninterest income included numerous offsetting items,
including net investment security gains of $165 million compared
to losses of $66 million. The gain included a $261 million gain on
sale of the interest in the GE Monogram joint venture, partially
offset by net losses in the investment portfolios. Also included in
the change in noninterest income were the $129 million increase
in service charges on deposits, increases in asset-backed finance
and underwriting fees in capital markets of $48 million, and $42
million in fee income related to increased annuity and mutual
fund sales. In addition, noninterest income included $42 million
of mark-to-market adjustments on the credit derivatives portfolio
used to hedge exposure to specific credits in the loan portfolio, com-
pared to $6 million in the prior year. Partially offsetting these
increases were various asset writedowns. In addition, 2001 included
$73 million of gains on the sales of the Corporation’s interests in
EquiServe Limited Partnership and Star Systems, an ATM network.

Total noninterest expenses of $9.6 billion increased by $30
million including a $414 million reduction in restructuring related
charges. Excluding restructuring related charges and reversals, the
change is a result of increased marketing expenditures of $192
million, $118 million for the consolidation of Paymentech and
Anexsys, $89 million for terminating and renegotiating certain
vendor contracts, and increased compensation expense for incen-
tives and stock options.

Provision for credit losses was $2.5 billion for the year ended
December 31, 2002, a decrease of $23 million. The allowance
for credit losses was $4.5 billion as of December 31, 2002,
unchanged from December 31, 2001. As a percentage of period
end loans, the allowance increased to 3.20% from 2.97%. This is
due to the reduction of the overall loan portfolio from $156.7 bil-
lion to $148.1 billion.

BALANCE SHEET ANALYSIS

In 2002, the Corporation took actions relating to both the asset
and liability sides of the balance sheet in order to defensively posi-
tion itself for a higher rate environment. On the asset side, the
treasury investment portfolio was repositioned for rising rates,
and the Corporation adjusted the funding of the balance sheet to
selectively lengthen maturities and fix rates.

The Corporation’s loan portfolio was $148.1 billion com-
pared with $156.7 billion, a decrease of $8.6 billion, or 5%.
Commercial Banking loans totaled $61.9 billion compared to
$72.5 billion, a decrease of $10.6 billion, or 15%. Reductions of
$8.5 billion and $1.8 billion in commercial and industrial and
commercial real estate loans, respectively, reflected the impact of
risk management initiatives to reduce aggregate risk, risk in spe-
cific credits and to be properly compensated for risks taken. Card
Services loans totaled $11.6 billion compared to $6.8 billion, an
increase of $4.8 billion, or 71%, reflecting lower attrition and
higher utilization. During the year, 4.9 million credit card
accounts were opened, an increase of 25%. Retail loans totaled
$67.7 billion compared with $69.6 billion, a decrease of $1.9 bil-
lion, due primarily to the intentional reduction of the
discontinued brokered home equity portfolios and auto lease off-
set by growth in the on-going home equity portfolio.

Investment securities totaled $67.6 billion compared with
$60.9 billion. This increase of $6.7 billion, or 11%, was driven
by an increase of $4.2 billion, or 18%, in retained interests in
securitized credit card receivables, a $1.8 billion, or 7%, increase
in U.S. government agencies, an increase of $639 million, or
23%, in equity securities, and an increase of $342 million, or 8%,
in other debt securities. Partially offsetting these increases were the
previously mentioned asset writedowns.

Total deposits were $170.0 billion compared to $167.5 bil-
lion, an increase of $2.5 billion, or 1%. Savings deposits totaled
$88.9 billion compared to $80.6 billion, an increase of $8.3 billion,
or 10%. Demand deposits totaled $34.3 billion compared to $32.2
billion, an increase of $2.1 billion, or 7%. Offsetting these increases
was a decrease in time deposits of $7.7 billion, or 20%, to $30.5 bil-
lion from $38.2 billion.
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BUSINESS SEGMENT RESULTS

The Corporation is managed on a line of business basis. The busi-
ness segments financial results presented reflect the current
organization of the Corporation. The following table summarizes
net income (loss) by line of business for the periods indicated.

For the Year Ended December 31, 2002 20012 2000
(In millions)
Retail $1,390 $1,181 $367
Commercial Banking 617 700 (92)
Card Services 1,166 907 (1)
Investment Management 411 362 322
Corporate (289) (468) (1,107)
Income (loss) before

cumuldative effect of change

in accounting principle 3,295 2,682 (511)
Cumulative effect of

change in accounting

principle, net of

taxes of ($25) — (44) —
Net income (loss)® $3,295 $2,638 $(511)
(1) During 2002, the dealer commercial services business was transferred from

Retail to Commercial Banking. All results for prior periods conform to the cur-
rent line of business organization.

(2) During 2001, the tax-oriented portfolio of corporate investments was transferred
to Commercial Banking, while the principal investments and fixed income port-
folios were transferred to Corporate. All results for prior periods conform to the
current line of business organization.

(3) Net income includes restructuring-related charges (reversals) net of tax expense
(benefit) of $(40) million, $222 million and $102 million for 2002, 2001, and
2000, respectively

Description of Methodology

The results of the business segments are intended to reflect each
segment as if it were a stand-alone business. The management
reporting process that derives these results allocates income and
expenses using market-based methodologies. Funds transfer pric-
ing is used to allocate interest income and expense to each line of
business. A portion of the Corporation’s interest rate risk position
is currently included in Corporate. The lines of business are
assigned economic capital that reflects the underlying risk in that
business. See the “Capital Management” section on page 77 for a dis-
cussion of the economic capital framework.

Historically, the costs of certain support units were allocated
to the lines of business based on factors other than usage, such as
headcount and total assets. The methodology was changed in the
third quarter of 2000 to better reflect the actual cost and usage of
services provided and was consistently applied to all lines of busi-
ness. As a result of this methodology change, costs allocated to
Card Services decreased, while unallocated costs that are included
in Corporate increased.
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BUSINESS SEGMENT RESULTS AND OTHER DATA

The information provided in the line of business tables begin-
ning with the caption entitled “Financial Performance” is included
herein for analytical purposes only and is based on management
information systems, assumptions and methodologies that are
under continual review by management.

The financial information and supplemental data presented in
the tables below for the respective lines of business are reported on
an actual basis. To assist with the analysis of underlying trends, a dis-
cussion of merger and restructuring-related charges and their impact
on business segment results is included for 2000 on pages 52-53.

Retail

Retail provides a broad range of financial products and services,
including deposits, investments, loans, insurance, and on-line
banking to nearly 6.9 million households including 489,000 small
business customers. 1.4 million of total households are registered
on-line users.

Products and services are delivered to customers through
approximately 32,000 employees, 1,795 banking centers in 14
states, a large network of ATM’s, bankone.com, and 24-hour tele-
phone banking. THE ONE® Card, issued by Retail, is one of the
country’s leading debit cards for individuals and small businesses,
with 4.6 million cards issued.

Retail originates consumer credit nationwide through its
banking centers, relationships with brokers, the Internet, and the
telephone. Retail offers real estate-secured, education, tax refund,
consumer installment and auto loans and leases to individuals.
Retail is also a leading lender to small businesses.



(Dollars in millions) 2002 2001 2000

Income Statement Data:

Net interest income-FTE M@ $ 4,871 $ 4,961 $ 4,834
Banking fees and commissions ¥ 430 455 470
Credit card revenue ¥ 177 164 144
Service charges on deposits 834 791 763
Other income (loss) (27) 25 (766)

Total noninterest income 1,414 1,435 611

Total revenue, net of interest expense 6,285 6,396 5,445

Provision for credit losses 910 1,007 865
Salaries and employee benefits 1,449 1,476 1,536
Other expense 1,800 1,971 2,431

Total noninterest expense before merger
and restructuring-related charges (reversals) 3,249 3,447 3,967

Merger and restructuring-related charges (reversals) (18) 104 39

Total noninterest expense 3,231 3,551 4,006

Income before income taxes 2,144 1,838 574

Applicable income taxes 754 657 207

Net income $ 1,390 $ 1,181 $ 367

Memo - Revenue by source:

Brokered core businesses $ 5,925 $ 5,838 N/A
Home equity discontinued/vehicle leases 360 558 N/A

Financial Performance:

Return on equity 22% 19% 6%

Efficiency ratio 51 56 74

Headcount—full-time 7 32,244 32,904 35,514

Ending Balances (in billions):

Small business commercial S 9.9 $ 99 $ 93
Home equity 28.5 25.1 31.4
Vehicle 14.0 13.5 14.3
Other personal 8.5 9.8 10.7

Core businesses 60.9 58.3 65.7
Brokered home equity discontinued 3.2 5.1 N/A
Vehicle leases 3.6 6.2 8.8

Brokered home equity discontinued/vehicle leases 6.8 11.3 8.8

Total loans © 67.7 69.6 74.5

Assets 71.4 73.6 77.1
Demand deposits 27.7 25.5 24.6
Savings 38.8 36.1 32.0
Time 21.8 25.6 32.2

Total deposits 88.3 87.2 88.8

Equity 6.2 6.2 5.8

Average Balances (in billions):

Small business commercial S 10.0 $ 9.6 $ 94
Home equity 26.2 241 27.7
Vehicle 13.8 13.9 14.3
Other personal 8.8 10.5 11.0

Core businesses 58.8 58.1 62.4
Brokered home equity discontinued 4.1 6.7 N/A
Vehicle leases 4.8 7.3 9.9

Brokered home equity discontinued/vehicle leases 8.9 14.0 9.9

Total loans 67.7 721 72.3

Assets 71.2 76.2 76.4
Demand deposits 26.1 23.9 24.3
Savings 37.9 34.1 33.4
Time 24.1 29.4 30.4

Total deposits 88.1 87.4 88.1

Equity 6.2 6.1 5.7
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(Dollars in millions) 2002 2001 2000

Credit Quality
Net charge-offs:

Small business commercial S 85 $ 70 $ 44
Home equity 260 210 181
Vehicle 228 154 138
Other personal 109 122 109

Core businesses 682 556 472
Brokered home equity discontinued 158 165 N/A
Vehicle leases 79 99 70

Home equity discontinued/vehicle leases 237 264 70
Total consumer 834 750 498

Total net charge-offs 9219 820 542

Net charge-off ratios:

Small business commercial 0.85% 0.73% 0.47%
Home equity 0.99 0.87 0.65
Vehicle 1.65 1.11 0.97
Other personal 1.24 1.16 0.99
Core businesses 1.16 0.96 0.76
Brokered home equity discontinued 3.85 2.46 N/A
Vehicle leases 1.65 1.36 0.71
Home equity discontinued/vehicle leases 2.66 1.89 0.71

Total consumer 1.45 1.20 0.79

Total net charge-offs 1.36 1.14 0.75

Nonperforming assets:

Commercial S 293 $ 303 $ 214
Consumer 1,038 1,041 697
Total nonperforming loans "% 1,331 1,344 911
Other, including
other real estate owned (OREO) 223 104 83

Total nonperforming assets 1,554 1,448 994

Allowance for credit losses 1,018 1,027 836

Allowance to period end loans © 1.57% 1.53% 1.15%

Allowance to nonperforming loans "% 77 76 92

Nonperforming assets to related assets 2.29 2.08 1.33

Distribution:

Number of:

Banking centers 1,795 1,802 1,810
ATMs 3,960 5,141 6,055
On-line customers (in thousands) 1,404 1,083 918
Households (in thousands) 6,942 7,258 7,679
Business customers (in thousands) 489 508 519
Debit cards issued (in thousands) 4,647 4,414 4,159

Investments:

Investment sales volume (in millions) $ 5,407 $ 4,867 $ 4,272

N/A  Not available due to changes in segment composition.

N/M  Not meaningful.

(1) Net interest income-FTE includes tax equivalent adjustments of $22 million, $21 million and $25 million for the years ended December 31, 2002, 2001 and 2000, respectively.

(2) Net interest income is presented rather than gross interest income and gross interest expense because the Corporation relies primarily on net interest revenue
to assess the performance of the segment and make resource allocations.

(3) Banking fees and commissions include insurance fees, documentary fees, commitment fees, mutual fund commissions, leasing fees, safe deposit fees, official checks fees,
ATM interchange and miscellaneous other fee revenue.

(4) Credit card revenue includes credit card fees, debit card fees, merchant fees and interchange fees.

(5) Service charges on deposits include deficient balance fees, non-sufficient funds/overdraft fees and other service related fees.

(6) Restructuring-related charges (reversals) are allocated to each line of business for management reporting purposes. Restructuring-related charges (reversals) are discussed
on pages 52-53 and in Note 4 “Restructuring-Related Activity” on page 89. Income before restructuring-related charges (reversals) for Retail, net of $(7) million, $38 mil-
lion and $14 million of income taxes (benefit) was $1.4 billion, $1.2 billion and $392 million, for the years ended December 31, 2002, 2001 and 2000, respectively.

(7)  Beginning in 2001, employees on long-term disability and employees of unconsolidated subsidiaries are excluded. Prior period data has not been reclassified.

(8) Loans include loans held for sale of $2.7 billion, $2.3 billion and $1.8 billion at December 31, 2002, 2001 and 2000, respectively. These amounts are not included
in allowance coverage statistics. Prior periods have been recalculated to conform to current period presentation.

9) Includes consumer balances that are placed on nonaccrual status when the collection of contractual principal or interest becomes 90 days past due.

(10)  Nonperforming loans include loans held for sale of $3 million at December 31, 2002. There were no nonperforming loans held for sale at December 31, 2001 and 2000.

These amounts are not included in allowance coverage statistics. Prior periods have been recalculated to conform to current period presentation.
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2002 compared to 2001
Retail reported net income of $1.4 billion, up $209 million, or
18%, primarily reflecting reductions in noninterest expense.

Net interest income declined to $4.9 billion for the year,
down $90 million, or 2%, driven by the intentional reduction of
$5.1 billion of average loan balances for the vehicle lease and dis-
continued brokered home equity portfolios. This decline was
partially offset by a 10% increase in core deposits, which include
demand and savings products.

Noninterest income was $1.4 billion, down $21 million, or
1%, primarily as a result of lower mortgage-related revenue and
lower revenue from the reduction of non-branded ATMs, par-
tially offset by higher deposit service charges and debit card
revenue.

Noninterest expense was $3.2 billion, a decline of $320 mil-
lion, or 9% including a $122 million reduction in
restructuring-related charges. Excluding restructuring costs,
improvements were driven by lower staffing, the absence of good-
will amortization, lower fraud and operating losses and lower
ATM expenses. The decline was partially offset by additional
investments in marketing and benefits costs.

The provision for credit losses was $910 million, down $97
million, or 10%, due to the absence of reserve increases and reduc-
tions in net charge-offs in discontinued brokered home equity
and vehicle leases offset by higher charge-offs in on-going home
equity and vehicle loans.

The allowance for credit losses of $1.0 billion represented
1.57% of period-end loans, an increase from 1.53% in the prior
year. Nonperforming assets were $1.6 billion, up $106 million, or
7%, due to increases in other real estate owned offset by nominal
declines in commercial loans and consumer loans.

2001 compared to 2000

Retail reported net income of $1.2 billion in 2001 compared to
$367 million in 2000. The 2000 net income reflected an adjust-
ment for significant items totaling $456 million after-tax. The
$358 million, or 43%, year-over-year increase, on an adjusted
basis was principally driven by a $260 million reduction in non-
interest expense.

Net interest income was $5.0 billion for the year, up $127
million, or 3%, due to improved spreads on the indirect auto
loan portfolio and 11% growth in average home equity outstand-
ings, partially offset by a narrower deposit margin. Loan balances
were down $4.9 billion as Retail managed reductions in certain seg-
ments of the loan portfolio while direct home equity loans grew.

Deposits generated a narrower margin compared to 2000,
reflecting the lower rate environment and a decline in average bal-
ances. Favorable mix changes from time to savings helped mitigate
the impact of lower rates and balances. More positive trends emerged
late in 2001 as average demand deposit balances posted 2% growth
from the fourth quarter of 2000 to the fourth quarter of 2001.

Noninterest income was $1.4 billion, up $824 million com-
pared to 2000. The absence of lease residual losses and higher fee
revenue from deposit accounts and investment sales was partially
offset by gains from the sale of miscellaneous assets in 2000. Sales
of mutual funds and annuities totaled $4.9 billion in the year,
up $595 million, or 14%.

Noninterest expense was $3.6 billion, down $455 million, or
11%, driving an improvement in the efficiency ratio from 74% in
2000 to 56% in 2001. The consolidation of operating sites in
2000 and 2001 and better overall expense management in Retail,
and throughout the Corporation, drove the efficiency improve-
ment. In addition, staffing levels were down 2,600 year-over-year
leading to a 4% decrease in salaries and employee benefits expense.

The provision for credit losses was $1.0 billion, up $142
million, or 16%, from 2000. Net charge-offs were $820 million,
up $278 million. Charge-offs on brokered home equity loans and
auto loans and leases were the primary drivers of Retail’s year-
over-year increase.

Nonperforming assets were $1.4 billion, up $454 million, or
46%, compared to 2000, driven primarily by an increase in bro-
kered home equity nonperforming loans. Nonperforming assets
were 2.08% of related assets in the year, up from 1.33%. The
allowance for credit losses expressed as a percent of year-end loans
increased to 1.53% compared to 1.15% a year ago.

Commercial Banking
Commercial Banking offers a broad array of products, including
global cash management, treasury services, capital markets, com-
mercial cards, lending and other noncredit products and services
to corporate banking and middle market banking customers.

Corporate banking serves primarily large corporations, finan-
cial institutions and commercial real estate entities. The
Corporation’s capital markets business is engaged in the origina-
tion, trading, and distribution of asset-backed securities,
investment grade and high yield securities, derivatives, tax-exempt
securities, foreign exchange, government bonds and tax oriented
investments. Capital markets is also actively engaged in loan syn-
dications, market research, advisory services, and private
placements.

Middle market banking serves the customer segment with
annual revenues from approximately $10 million to $500 mil-
which

not-for-profit entities. These customers use a wide variety of ser-

lion, includes corporations, municipalities and
vices, with nearly one-third using the Corporation exclusively.
Since privately held companies comprise the vast majority of the
middle market customer base, providing credit is fundamental to
the success of this business. The loan portfolio is diversified across
a broad range of industries and geographic locations. In addition
to credit, this customer segment actively uses the Corporation’s
cash management, international, capital markets, and investment

management products and services.
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(Dollars in millions) 2002 2001 2000

Income Statement Data:

Net interest income-FTE @ (1) S 2,467 $ 2,765 $ 2,886
Banking fees and commissions 780 718 608
Credit card revenue 77 86 75
Service charges on deposits 714 618 523
Fiduciary and investment management fees ¥ 1 3 3
Investment securities losses (13) (12) —
Trading ™ 248 269 183
Other losses (163) (100) (31)

Total noninterest income 1,644 1,582 1,361

Total revenue, net of inferest expense 4,111 4,347 4,247

Provision for credit losses 994 1,073 2,222
Salaries and employee benefits % 1,062 1,028 1,004
Other expense 1,280 1,222 1,296

Total noninterest expense before merger and
restructuring-related charges (reversals) 2,342 2,250 2,300

Merger and restructuring-related charges (reversals) ¢ (4) 73 (2)

Total noninterest expense 2,338 2,323 2,298

Income (loss) before income taxes 779 951 (273)

Applicable income taxes (benefit) 162 251 (181)

Net income (loss) S 617 $ 700 $ (92)

Memo-Revenue by activity 7
Lending-related revenue $ 1,685 $ 2,017 $ 2,206
Credit derivative hedge portfolio 42 6 —
Global treasury services 1,653 1,606 1,454
Capital markets '® 717 684 482
Other 14 34 105

Financial Performance:

Return (loss) on equity 8% 10% (Mm%

Efficiency ratio 57 53 54

Efficiency ratio excluding
Credit derivative hedge portfolio 57 54 N/A

Headcount-full-time ':

Corporate banking (including capital markets) 2,359 2,714 3,545
Middle market 2,853 3,251 3,543
Global treasury services 3,342 2,984 3,118
Operations, technology, and other administration 1,988 2,188 2,099

Total headcount-full-time 10,542 11,137 12,305

Ending Balances (in billions):

Loans * S 61.9 $ 725 $ 879

Assets 93.7 100.7 106.6
Demand deposits 25.5 25.5 21.5
Savings 3.5 3.1 N/A
Time 17.4 14.0 8.0
Foreign offices 10.2 8.6 8.5

Total deposits 56.6 51.2 38.0

Equity 7.4 7.3 7.1

Average Balances (in billions):

Loans $ 66.0 $ 80.4 $ 87.9

Assets 95.1 107.1 1171
Demand deposits 22.4 21.4 21.4
Savings 3.0 2.7 N/A
Time 14.0 8.9 8.5
Foreign offices 8.6 9.0 9.8

Total deposits 48.0 42.0 39.7

Equity 7.4 7.3 6.9
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(Dollars in millions) 20022 2001 2000

Credit Quality

Net charge-offs S 994 $ 1,042 $ 562
Net charge-off ratio 1.51% 1.30% 0.64%
Nonperforming assets:
Nonperforming loans #" $ 1,874 $ 2,127 $ 1,524
Other, including OREO 21 27 13
Total nonperforming assets 1,895 2,154 1,537
Allowance for credit losses 3,071 3,079 3,054
Allowance to period end loans * 4.98% 4.25% 3.48%
Allowance to nonperforming loans #" 166 145 200
Nonperforming assets to related assets 3.06 2.97 1.75
Corporate banking (in billions):
Loans -ending balance $ 31.6 $ 36.6 $ 51.7
—average balance 33.0 43.5 53.4
Deposits —ending balance 32.0 28.7 19.6
—average balance 26.1 23.0 21.4
Credit quality (dollars in millions):
Net charge-offs 639 638 435
Net charge-off ratio 1.94% 1.47% 0.81%
Nonperforming loans S 873 $ 1,154 $ 1,065
Nonperforming loans to total loans 2.76% 3.15% 2.06%
Syndications:
Lead arranger deals:
Volume (in billions) S 61.9 $ 54.1 $ 59.8
Number of transactions 271 238 231
League table standing-rank 4 4 4
League table standing—-market share 6% 5% 5%
Middle market banking (in billions):
Loans —ending balance $ 30.3 $ 359 $ 36.2
—average balance 33.0 36.9 34.5
Deposits —ending balance 24.6 22.5 18.4
—average balance 21.9 19.0 18.5
Credit quality (dollars in millions):
Net charge-offs 355 404 127
Net charge-off ratio 1.08% 1.09% 0.37%
Nonperforming loans $ 1,001 $ 973 $ 459
Nonperforming loans to total loans 3.30% 2.71% 1.27%

For additional footnote detail see page 40

()

(12)

(16)

o 00 N

o 0 o XN

(21)

Net interest income-FTE includes taxable equivalent adjustments of $91 million, $79 million and $111 million for the years ended December 31, 2002, 2001 and 2000,
respectively.

Results include the effect of consolidating Anexsys, LLC which had an impact on individual line items of revenue and expense but no impact on net income
for the year ended December 31, 2002. The consolidation resulted in a $46 million increase in net interest income, a $19 million increase in noninterest income and a $65
million increase in noninterest expense.

Fiduciary and investment management fees include asset management fees, personal trust fees, other trust fees and advisory fees.
Trading income primarily includes realized and unrealized mark-to-market changes from trading assets, derivative financial instruments and foreign exchange products.

Prior period data has been adjusted for the transfer of the national retail lockbox operations and cash vault services business from Commercial Banking to Corporate in
2002.

Restructuring-related charges (reversals) are discussed on pages 52-53 and in Note 4 “Restructuring-Related Activity” on page 89. Income (loss) before restructuring-related
charges (reversals) for Commercial Banking, net of $(1) million, $27 million and $(1) million of income taxes (benefit), was $614 million, $746 million and $(93) million,
for the years ended December 31, 2002, 2001 and 2000, respectively.

Prior periods have been adjusted to conform to material organizational changes.
Capital markets includes trading income and underwriting, syndicated lending and advisory fees.
Full-time headcount in 2000 has been reclassified to reflect the movement of support and other administrative personnel into the respective business units reported.

Loans include loans held for sale of $235 million, $83 million and $488 million at December 31, 2002, 2001 and 2000, respectively.
These amounts are not included in allowance coverage statistics. Prior periods have been recalculated to conform to current period presentation.

Nonperforming loans include loans held for sale of $19 million at December 31, 2002. There were no nonperforming loans held for sale at December 31, 2001, and
2000. These amounts are not included in allowance coverage statistics. Prior periods have been recalculated to conform to current period presentation.
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2002 compared to 2001

Commercial Banking reported net income of $617 million for
2002, down $83 million, or 12%, from 2001, due to lower net
interest income offset by lower income taxes, lower credit provision
and the absence of restructuring charges in 2002.

Net interest income was $2.5 billion, down $298 million, or
11%, reflecting a reduction in average loans of $14.4 billion or
18%. Average loans decreased $10.5 billion, or 24%, in corporate
banking and $3.9 billion, or 11%, in middle market.

Mark-to-market adjustments on the credit derivatives port-
folio positively impacted the current year by $42 million and the
prior year by $6 million. Given the mark-to-market accounting
treatment of this portfolio, continued volatility is expected.
Excluding the impact of the gain in each period, noninterest income
increased $26 million, or 2%, primarily as a result of the following
items: banking fees and commissions increased $62 million, or 9%,
due to growth in asset-backed finance underwriting and other cap-
ital markets products; service charges on deposits increased $96
million, or 16%, reflecting a shift in payment for services to fees due
to the lower value of customers’ compensating deposit balances;
trading revenue decreased by $57 million, or 22%, primarily reflect-
ing a decrease in fixed income trading revenues; and other income
decreased by $63 million primarily due to higher losses in tax-ori-
ented investments and various asset write-downs.

Noninterest expense was $2.3 billion, up $15 million, or 1%,
from 2001 including a $77 million reduction in restructuring-
related charges. Excluding restructuring costs, noninterest expense
increased by $92 million, or 4%, as a result of a $65 million impact
from the consolidation of Anexsys, LLC, as well as higher incentive
compensation and systems conversion-related expenses.

The effective tax rate (on an FTE basis) of 20.8% in 2002
decreased from 26.4% in 2001 primarily due to an increase in tax
credits generated from tax oriented investments combined with a
decrease in pre-tax income in 2002.

The provision for credit losses was $994 million, down $79
million, or 7%, from 2001. Net charge-offs were $994 million,
down $48 million, or 5%, and represented 1.51% of average loans,
up from 1.30% in 2001. Corporate banking net charge-offs were
$639 million, or 1.94% of average loans, up from 1.47% in 2001.
Middle market net charge-offs were $355 million, or 1.08% of
average loans, down slightly from 1.09% of average loans in the
prior year. For additional detail on Commercial Banking net charge-
offs, see the table on page 67.

The allowance for credit losses at December 31, 2002, was
$3.1 billion, down $8 million from the prior year. This represented
4.98% of year-end loans and 166% of nonperforming loans com-
pared with 4.25% and 145%, respectively, at December 31, 2001.
Nonperforming loans were $1.9 billion, down $253 million, or
12%, from year-end 2001. Corporate banking nonperforming loans
at year-end were $873 million, down $281 million, or 24%, from
the prior year. Middle market nonperforming loans were $1.0 bil-
lion at December 31, 2002, up $28 million, or 3%, from the prior
year. For additional detail on Commercial Banking nonperforming
assets and the allowance for credit losses, see the tables on page 66

and page 69 respectively.
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2001 compared to 2000

Commercial Banking reported net income of $700 million for
2001, up $792 million from 2000, primarily due to a significantly
lower credit provision. 2001 results reflected strategic efforts to
reduce corporate banking credit exposure and improve the cross-
sell of capital markets and global treasury services products.

Net interest income was $2.8 billion, down $121 million, or
4%, reflecting the earnings impact of lower average loan balances
resulting from efforts to reduce credit risk exposure.

Noninterest income was $1.6 billion, up $221 million, or
16%. Banking fees and commissions increased $110 million, or
18%, due to growth in the asset-backed and investment grade
underwriting business and higher account sweep fees. Service
charges on deposits increased $95 million, or 18%, reflecting
improvement in global treasury services’ volumes and pricing, as
well as a shift in payment for services to fees due to the lower value
of customers’ compensating deposit balances. Trading revenue
increased $86 million, or 47%, primarily reflecting improvement
in fixed income trading activities. Other income decreased by $69
million mainly due to losses on the sale of loans.

The provision for credit losses was $1.1 billion, down $1.1
billion, or 52%, from 2000. In 2000, the allowance for credit
losses increased substantially as the provision exceeded net charge-
offs by $1.7 billion. In 2001 net charge-offs were $1.0 billion, up
$480 million, or 85%, and represented 1.30% of average loans, up
from 0.64% in 2000.

Noninterest expense was $2.3 billion, up $25 million from
2000, and included $73 million of additional restructuring-related
charges. Excluding restructuring costs, noninterest expense
declined $50 million, or 2%, reflecting the impact of waste-reduc-
tion efforts and lower headcount. The 2001 efficiency ratio
improved to 53% from 54% in 2000.

Card Services
Card Services (previously referred to as Credit Card) offers cus-
tomers more than 1,200 co-brand, affinity and other cards. These
cards include some of the leading corporations, financial institu-
tions, universities, sports franchises and affinity organizations. All of
these cards carry the respective Visa® or MasterCard® brand names.
With 50.4 million cards in circulation, Card Services is the
third largest credit card provider in the United States and the
largest Visa credit card issuer in the world. Card Services is also a
leader in online card marketing and customer service, with more
than 3.4 million registered users of its website.



(Dollars in millions) 2002% 2001 2000

Income Statement Data:

Net interest income-FTE 22 S 1,271 $ 1,280 $ 1,303
Banking fees and commissions 66 96 112
Credit card revenue 3,560 2,525 2,050
Other income (loss) (33) 120 (220)

Total noninterest income 3,593 2,741 1,942

Total revenue, net of interest expense 4,864 4,021 3,245

Provision for credit losses 531 392 301
Salaries and employee benefits 589 501 517
Other expense 1,856 1,618 2,422

Total noninterest expense before merger
and restructuring-related charges (reversals) 2,445 2,119 2,939

Merger and restructuring-related charges (reversals) 9 (19) 61 7

Total noninterest expense 2,426 2,180 2,946

Income (loss) before income taxes 1,907 1,449 (2)

Applicable income taxes (benefit) 741 542 (M

Net income (loss) 1,166 $ 907 $ (m

Memo-Net securitization amortization S (50) $ (62) $ (116)

Financial Performance:

Return on equity 18% 14% —%

Efficiency ratio 50 54 91

Headcount—full-time 10,548 9,871 10,901

Ending Balances (in billions):

Owned loans ® S 11.6 $ 6.8 $ 4.7

Seller’s interest and accrued interest receivable 28.5 24.0 22.5
Total 40.1 30.8 27.2

Assets 45.3 35.3 30.7

Equity 6.4 6.4 6.2

Average Balances (in billions):

Owned loans S 9.9 $ 6.8 $ 4.8

Seller’s interest and accrued interest receivable 23.2 18.8 18.5
Total 33.1 25.6 23.3

Assets 37.6 28.9 27.0

Equity 6.4 6.3 6.1

Credit Quality (dollars in millions):

Net charge-offs S 514 $ 392 $ 247

Net charge-off ratios:

Credit card - reported 5.19% 5.69% 5.20%

Delinquency ratio:
30+ days 2.95 3.00 2.74
90+ days 1.38 1.41 1.20

Allowance for credit losses S 396 $ 396 $ 197

Allowance to period end owned loans (excluding loans held for sale) #* 5.22% 7.86% 6.95%

Other Data:

Charge volume (in billions) $ 155.4 $ 140.4 $ 1425

New accounts opened (in thousands) 4,911 3,925 3,324

Credit cards issued (in thousands) *® 50,351 50,996 51,693

Number of FirstUSA.com customers (in millions) *” 3.4 1.9 2.1

Paymentech:

Bank card volume (in millions) $124,727  $115,332 | $108,684
Total transactions (in millions) 4,208 3,778 3,441
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Through securitization the Corporation transforms a sub-
stantial portion of its credit card receivables into securities, which
are sold to investors. Securitization impacts the Corporation’s
consolidated balance sheet by removing those credit card receiv-
ables that have been sold and by reclassifying those credit card
receivables whose ownership has been transformed into certificate
form (referred to as “Seller’s Interest”) from loans to investments.
Gain or loss on the sale of credit card receivables, net of amortiza-
tion of transaction costs and amortization from securitization
repayments, is reported as securitization income in other income.
Securitization also impacts the Corporation’s consolidated income
statement by reclassifying interest income and fees, interchange
income, credit losses and recoveries related to securitized receivables
as securitization income. Credit card interest income and fees,
interchange income, credit losses and recoveries related to credit
card receivables that have been converted to certificate form are
reclassified as investment income in net interest income.

The Corporation evaluates its Card Services line of business
trends on a managed basis, which treats the securitization as a secured
financing transaction and assumes that receivables have not been
sold and are still on the balance sheet. The Corporation manages its
Card Services operations on a managed basis because the receivables
that are securitized are subject to underwriting standards compara-
ble to the owned portfolio and are serviced by operating personnel
without regard to ownership. The Corporation believes that investors
should be informed, and often request information, about the credit
performance of the entire managed portfolio in order to understand
the quality of the Card Services originations and the related credit
risks inherent in the owned portfolio and retained interests in secu-
ritizations. In addition, the Corporation funds its Card Services
operations, reviews operating results and makes decisions about allo-
cating resources, such as employees and capital, on a managed basis.
See “Loan Securitizations” on page 74 and Note 9 “Credit Card
Securitizations,” on pages 94-95 for additional information related

to the Corporation’s securitization activity.

The following table presents certain Card Services information on a managed basis.

Card Services - Managed Basis 2002* 2001 2000
Ending Balances (in billions):

Owned S 11.6 $ 6.8 $ 4.7

Seller’s interest and accrued interest receivable 28.5 24.0 22.5
Loans and investment securities on balance sheet 40.1 30.8 27.2
Securitized loans 33.9 37.4 39.8
Managed loans 74.0 68.2 67.0
Managed assets 79.2 72.7 70.5
Average Managed Assets (in billions): 72.4 68.7 70.0
Credit Quality (dollars in millions):
Managed net charge-offs 3,632 3,823 3,584
Managed net charge-off ratios:

For the period 5.35% 5.84% 5.42%

12-month lagged *” 5.55 5.77 5.19
Managed delinquency ratio:

30+ days 4.02 4.46 4.51

90+ days 1.80 1.93 2.02

For additional footnote detail see pages 40 and 43.

(22)  Net interest income-FTE did not have tax equivalent adjustments for the years ended December 31, 2002, 2001 and 2000.

(23) Results include the effect of consolidating Paymentech beginning in the first quarter of 2002. As a result of this consolidation net interest income included $13 million,
noninterest income included $322 million and noninterest expense included $285 million. There was no impact on net income.

(24)  Restructuring-related charges (reversals) are discussed on pages 52-53 and in Note 4 “Restructuring-Related Activity” on page 89. Income (loss) before restructuring-related
charges (reversals) for Card Services, net of $(7) million, $22 million and $3 million of income taxes (benefit), was $1.1 billion, $946 million and $3 million for the years

ended December 31, 2002, 2001 and 2000, respectively.

(25)  Loans include loans held for sale of $4.0 billion, $1.7 billion and $1.9 billion at December 31, 2002, 2001 and 2000, respectively. These amounts are not included
in allowance coverage statistics. Prior periods have been recalculated to conform to current period presentation.

Approximately 4.5 million previously acquired inactive accounts were purged during 2002 and prior periods have been recalculated to conform to current period presentation.

(26)

(27) Approximately 1 million registered users were purged in late 2001 due to inactivity.

(28)  The investor portion of accrued interest receivable was $685 million and is recorded in other assets at December 31, 2002.
(29)

The current year lagged loss rate includes Wachovia net credit losses while the prior year average loans only includes five months of Wachovia balances. The prior year

lagged loss rate includes five months of Wachovia net credit losses while the 2000 average loans do not include Wachovia balances. The 2001 ratio includes Wachovia

net charge-offs but excludes Wachovia loans.
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2002 compared to 2001

Card Services reported net income of $1.2 billion, up $259 mil-
lion, or 29%. 2002 results reflected twelve months of earnings
from the acquisition of the Wachovia credit card business while
2001 results reflected five months of Wachovia earnings.

Total reported revenue was $4.9 billion, up $843 million or
21%. Net interest income was $1.3 billion, down $9 million, or
1%, reflecting lower spreads due to competitive pricing partially
offset by higher volumes. Excluding the $322 million impact of
the Paymentech consolidation effective January 1, 2002, nonin-
terest income was $3.3 billion, an increase of $530 million, or
19%, primarily driven by higher volume related revenue and
higher income earned on securitized loans.

Excluding the $285 million impact from the consolidation
of Paymentech, noninterest expense was $2.1 billion, a decrease of
$39 million, or 2%, resulting from continued expense manage-
ment and the impact of restructuring-related charges (reversals)
partially offset by higher marketing expense.

The reported provision for credit losses was $531 million, an
increase of $139 million, or 35%, as a result of portfolio growth.

Securitization gains were $55 million resulting from the secu-
ritization of $6.8 billion in credit card receivables. This compares
with securitization gains of $28 million resulting from the securiti-
zation of $3.8 billion in credit card receivables in the previous year.

Card Services has a significant co-branding relationship with
United Airlines, the Mileage Plus” award program. In the fourth
quarter of 2002, United Airlines announced their intent to reorga-
nize under Chapter 11 of the U.S. Bankruptcy Code. The outcome
is uncertain at this time, and could have a significant impact on
Card Services. If United Airlines is unsuccessful, and in the worst
scenario is liquidated, Card Services' net income would be nega-
tively impacted by the dissolution of the marketing agreement, loss
of fee and interest income and increased marketing expense to
encourage customers to continue card usage. Management expects
the amount could be as high as several hundred million dollars.

2001 compared to 2000

Card Services reported net income of $907 million in 2001, up
from a net loss of $1 million. Adjusted for $522 million after-tax
of significant items, 2000 net income was $521 million. Increased
reported net income reflected lower expenses, the addition of the
Wachovia credit card business and higher income on securitized
loans, partially offset by increased credit costs and lower spreads.

Total reported revenue was $4.0 billion, up $776 million or
24%. Net interest income was $1.3 billion, down $23 million, or
2%, reflecting lower spreads partially offset by the addition of
the Wachovia credit card business and higher fees.

Noninterest income was $2.7 billion, an increase of
$799 million, or 41%. 2000 noninterest income included
$467 million in significant items. Excluding these charges, non-
interest income increased $332 million, or 14%, reflecting the
Wachovia credit card business, higher income on securitized loans
and increased securitization activity.

The reported provision for credit losses was $392 million, an
increase of $91 million, or 30%, as a result of portfolio growth
partially offset by lower provision funding.

Noninterest expense totaled $2.2 billion, a decrease of
$766 million, or 26%. 2000 noninterest expense included signifi-
cant items of $321 million. Excluding these charges, noninterest
expense decreased $445 million, or 17%, reflecting lower fraud
and operational losses, processing costs and a decrease in internally
allocated costs related to a mid-year 2000 change in methodology.
The decline from 2000 also reflected the sale of international oper-
ations in the second quarter. These reductions were partially offset
by the addition of the Wachovia credit card business, additional
restructuring reserves and higher marketing expense.

Securitization gains were $28 million resulting from the
securitization of $3.8 billion in credit card receivables. There were
no securitizations entered into in 2000.

Investment Management

The Investment Management Group (IMG) provides investment,
insurance, trust and private banking services to individuals. IMG
also provides investment and investment related services, includ-
ing retirement and custody services, securities lending and
corporate trust to institutions.

IMG?’s registered investment advisory arm, Banc One
Investment Advisors, ranks among the nation’s top asset man-
agers with $162.0 billion in assets under management. In
addition, IMG manages One Group® mutual funds, one of the
largest mutual fund complexes with over 50 funds and $101.2 bil-
lion in assets under management. Performance of the funds
continues to remain strong. 89% of the assets are in funds ranked
3 stars or better and 50% of the assets are in funds ranked 4 stars
or better by Morningstar®. During 2002 the distribution function
for the One Group mutual funds was brought in-house.

Private client services (PCS) helps manage and build wealth
for high net worth clients. PCS provides integrated financial
advice and services such as brokerage, investments and alternative
asset management, personal trust, private banking, insurance and
financial planning through nearly 700 client advisors.

The retail investment services (RIS) business serves the
Corporation’s retail customer base by delivering high quality
investment and insurance products and services through nearly
3,100 licensed bankers in 1,795 banking centers in 14 states.

The global corporate trust business ranks among the largest
providers in the country for bond trustee services. These services
are provided to governmental and municipal entities, as well as a
broad range of middle market and large institutions.
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(Dollars in millions) 2002 2001 2000

Income Statement Data:

Net interest income-FTE % S 423 S 427 $ 409
Banking fees and commissions 523 480 354
Service charges on deposits 19 17 16
Fiduciary and investment management fees 739 751 780
Other income 14 11 11
Total noninterest income 1,295 1,259 1,161

Total revenue, net of interest expense 1,718 1,686 1,570

Provision for credit losses 35 38 13
Salaries and employee benefits 565 564 554
Other expense 464 488 495

Total noninterest expense before merger
and restructuring-related charges (reversals) 1,029 1,052 1,049

Merger and restructuring-related charges (reversals) ©V (1) 19 —

Total noninterest expense 1,028 1,071 1,049

Income before income taxes 655 577 508
Applicable income taxes 244 215 186

Net income S 41 $ 362 $ 322

Memo - Insurance revenues S 447 $ 437 $ 357

Financial Performance:

Return on equity 37% 36% 36%

Efficiency ratio 60 64 67

Headcount—full-time 5,895 6,071 6,562

Ending Balances (in billions):

Loans S 6.9 $ 7.2 $ 7.0

Assets 8.7 8.6 8.1
Demand deposits 2.6 2.8 3.3
Savings 4.8 3.3 2.2
Time 3.4 3.2 4.0
Foreign offices 0.2 0.2 0.1

Total deposits 11.0 9.5 9.6

Equity 1.1 1.1 1.0

Average Balances (i billions):

Loans S 7.0 $ 6.9 $ 6.6

Assets 8.5 8.1 7.6
Demand deposits 2.1 2.0 2.5
Savings 4.0 2.8 1.9
Time 3.3 3.3 4.0
Foreign offices 0.2 0.2 0.2

Total deposits 9.6 8.3 8.6

Equity 1.1 1.0 0.9

Credit Quality (dollars in millions):

Net charge-offs:

Commercial $ 15 $ 27 N/A
Consumer 5 7 N/A

Total net charge-offs 20 34 N/A

Net charge-off ratios:

Commercial 0.45% 0.81% N/A
Consumer 0.14 0.19 N/A

Total net charge-off ratio 0.29 0.49 N/A

Nonperforming assets:

Commercial S 61 $ 38 $ 36
Consumer 10 4 4

Total nonperforming loans 71 42 40
Other, including OREO 1 1 —

Total nonperforming assets 72 43 40

Allowance for credit losses 40 25 22

Allowance to period end loans 0.58% 0.35% 0.31%

Allowance to nonperforming loans 56 60 55

Nonperforming assets to related assets 1.04 0.60 0.57
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(In billions) 2002 2001 2000
Assets Under Management Ending Balances
Mutual funds $ 101.2 $ 835 $ 704
Other 60.8 59.1 60.8
Total 162.0 142.6 131.2
By type:
Money market 78.6 58.5 43.1
Equity 37.1 47.3 53.5
Fixed income 46.3 36.8 34.6
Total 162.0 142.6 131.2
By channel: "
Private client services 42.7 50.6 56.2
Retail brokerage 7.0 7.6 7.0
Institutional 77.8 62.4 52.1
Commercial cash sweep 9.0 9.8 8.6
Capital markets 4.9 1.5 0.4
External ©#% 10.8 3.8 1.1
All other direct ® 9.8 6.9 5.8
Total 162.0 142.6 131.2
Morningstar® Rankings: ®
% of assets in funds ranked 4 or better 50% 57% 49%
% of assets in funds ranked 3 or better 89 88 99
Trust Assets Ending Balances (i billions):
Trust assets under administration S 342.8 $ 352.5 $ 319.4
Corporate Trust Securities Ending Balances (in billions): *
Corporate trust securities under administration $1,016.0 $ 915.0 $ 751.1
Retail Brokerage (in millions):
Mutual fund sales 2,293 2,284 2,613
Annuity sales 3,114 2,583 1,659
Total sales 5,407 4,867 4,272
Number of customers—end of period " (in thousands) 681 646 N/A
Market value customer assets—end of period (i billions):
Brokerage $ 16.6 $ 166 |$ 17.3
Annuity account value 11.3 8.7 6.8
Total market value "7 27.9 25.3 24.1
Number of registered sales representatives 845 724 700
Number of licensed retail bankers 3,086 3,042 2,689
Private Client Services:
Number of private client advisors 676 641 747
Number of private client offices ¢ 92 105 104
Market value customer assets—end of period " (in billions) S 617 $ 722 |$ 80.6
Ending balances (in billions):
Loans 6.9 7.0 6.7
Deposits 9.2 7.6 7.2
Average balances (in billions):
Loans 6.9 6.9 6.4
Deposits 8.3 7.0 7.0

For additional footnote detail see pages 40, 43 and 46.

(30) Net interest income-FTE did not have tax equivalent adjustments for the years ended December 31, 2002, 2001 and 2000, respectively.

(31)  Restructuring-related charges (reversals) are discussed on pages 52-53 and in Note 4 “Restructuring Related Activity” on page 89. Income before restructuring-related
charges (reversals) for IMG, net of $244 million and $222 million of income taxes, was $411 million and $374 million for the years ended December 31, 2002 and 2001,

respectively.

(32) Includes broker/dealers, trust companies, and registered investment advisors that sell, or offer, One Group funds.

(33)  One Group funds invested in other One Group funds and other mutual funds sub-advised.

(34)  Morningstar changed the rating process effective June 30, 2002 with no prior period restatements.

(35)  Certain adjustments, primarily definitional in nature, were made to prior periods to conform to the current period presentation. Ending balances are estimated.
(36) During 2002, PCS offices that were in close proximity were consolidated to realize operational efficiencies.
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2002 compared to 2001

IMG reported net income of $411 million, up $49 million from
the prior year. Net interest income decreased $4 million, or 1%,
reflecting narrower spreads on deposits and an increase in other
funding costs.

Noninterest income, which is principally fiduciary, invest-
ment and banking fees and commissions, increased $36 million,
or 3%. The principal driver of growth in noninterest income was
an 11% increase in retail brokerage sales, partially offset by lower
management fee revenue resulting from weak market conditions
and a shift in assets under management from equities to money
market and fixed income assets.

Noninterest expense was $1.0 billion, a decrease of $23 mil-
lion, or 2%, excluding the impact of the restructuring charges
and reversals. The principal drivers of the decrease were lower
headcount and other cost savings initiatives.

The provision for credit losses was $35 million, a $3 million
decrease from the prior year. The allowance for credit losses
increased $15 million to $40 million reflecting the deterioration
in credit quality of certain large loans. Nonperforming assets
were $72 million, a $29 million increase, reflecting the afore-
mentioned deterioration.

Assets under management were $162.0 billion, an increase of
$19.4 billion, or 14%, as a result of strong money market and fixed
income asset growth, partially offset by a decline in equity assets,
reflecting weak market conditions. One Group mutual fund assets
grew to $101.2 billion, an increase of $17.7 billion, or 21%.

2001 compared to 2000
IMG reported net income of $362 million, up $40 million. Net
interest income increased $18 million, or 4%, reflecting a

Corporate

5% increase in average loans partially offset by narrower deposit
spreads and a 3% decrease in average deposits.

Noninterest income, which is principally fiduciary, invest-
ment and banking fees and commissions, increased $98 million,
or 8%. Beginning in November 2000, fees associated with the
administration of the One Group mutual funds were recorded as
revenue, with a corresponding increase in expense. Prior to that,
a third-party administrator incurred such fees and expenses, which
totaled $80 million in 2000. Excluding the impact of this change,
noninterest income increased $18 million reflecting growth in
retail brokerage sales offset by lower investment advisory fees on
equity assets because of overall market conditions.

Noninterest expense before restructuring-related charges
increased $3 million, principally related to expenses of $80 mil-
lion associated with the administration of the One Group mutual
funds, offset by a decrease in expenses related to tighter cost con-
trol, lower headcount and reduced operating losses. Excluding
the expenses associated with the administration of the One Group
mutual funds, noninterest expenses declined 7%.

Provision for credit losses increased $25 million, principally
related to higher net charge-offs resulting from a difficult eco-
nomic climate and loan growth.

Assets under management totaled $142.6 billion, up 9%
from the end of 2000. One Group mutual fund assets under man-
agement increased 19% to $83.5 billion. One Group mutual fund
performance continued to remain strong, with 88% of these funds
rated three stars or higher by Morningstar. Average assets under
management increased 3% compared with 2000, driven princi-
pally by a 12% increase in One Group mutual funds.

Corporate includes treasury, fixed income and principal investment portfolios, mortgage-servicing assets, unallocated corporate

expenses, and any gains or losses from corporate transactions. The treasury group within the Corporate line of business risk manages

mortgage-servicing assets on behalf of the Corporation.

(Dollars in millions) 2002 2001 2000

Income Statement Data:

Net interest expense-FTE €76 $ (292) 5 (664) 5 (458)
Banking fees and commissions (24) (18) N/A
Credit card revenue 2 — N/A
Service charges on deposits 11 23 N/A
Investment securities gains (losses) 178 (54) N/A
Trading losses (24) (49) N/A
Other income 147 304 N/A

Total noninterest income 290 206 15

Total loss, net of interest expense (2) (458) (443)

Provision for credit losses 17 — (3)
Salaries and employee benefits 800 629 N/A
Other expense (221) (297) N/A

Total noninterest expense before merger
and restructuring-related charges (reversals) 579 332 1,192

Merger and restructuring-related charges (reversals) 9 (21) 94 117

Total noninterest expense " 558 426 1,309

Loss before income benefit (577) (884) (1,749)

Applicable income benefit (288) (416) (642)

Net loss $ (289) S (468) | $(1,107)
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2002 2001 2000

Financial Performance:
Headcount—full-time ' 14,456 13,536 15,496
Ending Balances (in billions):
Loans S —_ $ 0.6 $ 0.1
Assets 58.3 50.8 46.8
Memo-

Treasury investments “? 34.2 32.2 22.8

Principal investments “% 2.3 2.7 3.5
Deposits 14.1 19.6 30.7
Equity 1.3 (0.8) (1.6)
Average Balances (in billions):
Loans S 0.2 $ 0.9 $ 0.2
Assets 50.6 47.3 43.9
Deposits 14.3 24.1 26.1
Equity 0.6 (0.9) (0.2)

For additional footnote detail see pages 40, 43, 46 and 49.

(37)  Net interest expense-FTE includes tax equivalent adjustments of $32 million, $25 million and $2 million for the years ended December 31, 2002, 2001 and 2000, respectively.
(38)  Net interest expense-FTE primarily includes treasury results and interest spread on investment related activities.

(39)  Noninterest income primarily includes the gains and losses from investment activities and other corporate transactions.

(40)  Restructuring-related charges (reversals) are discussed on pages 52-53 and in Note 4 “Restructuring-Related Activity” on page 89. Loss before merger and restructuring-

related charges (reversals) for Corporate, net of $(8) million, $35 million and $44 million in income tax expense (benefit), was $302 million, $409 million and $1.0 billion for

the years ended December 31, 2002, 2001 and 2000, respectively.

(41)  Noninterest expense primarily includes corporate expenses not allocated to the lines of business.

NN
LN

2002 compared to 2001

Corporate net loss was $289 million, compared with a net loss of
$468 million. Excluding the impact of restructuring charges/rever-
sals, net loss was $302 million in 2002 and $409 million in 2001.

Net interest expense was $292 million, an improvement of
$372 million, primarily a result of lower interest rates. During the
latter part of the year the Corporation took actions to position the
balance sheet more defensively for rising interest rates. These
actions primarily involved raising fixed rate funding and swapping
existing floating rate liabilities to fixed rate. As a result, the
Corporation significantly shifted its interest rate risk posture as
further detailed in the “Market Risk Management Non-Trading
Activities” discussion beginning on page 61.

Net investment securities gains were $178 million reflecting
the gain on the sale of the GE Monogram joint venture of $261
million, partially offset by net losses in the investment portfo-
lios. In 2001, net investment losses were $54 million due to
writedowns in the principal investments portfolio partially offset
by treasury investment portfolio gains. The valuation adjustments
in principal investments in 2002 and 2001 were primarily a result of
the overall decline in the value of the equity market, the interest rate
environment and a decline in the value of private investments as a

result of existing economic conditions.

Treasury investments may include U.S. government and agency debt securities, mortgage and other asset backed securities and other fixed income investments.

Principal investments include primarily private equity investments and venture capital fund investments.

Other income was $147 million, compared with $304 mil-
lion. The decrease of $157 million was primarily a result of
mortgage related losses and valuation adjustments on other
investments in 2002, and $73 million of gains realized in 2001 on
the sales of the Corporation’s interests in EquiServe Limited
Partnership and Star Systems, an ATM network.

Corporate noninterest expenses were $558 million, com-
pared with $426 million in the prior year. The current year
increase was primarily due to salaries and benefits, including stock
options, and one-time charges of $89 million related to the in-

sourcing of certain vendor contracts.

2001 compared to 2000

Corporate reported a net loss of $468 million, compared with a net
loss of $1.1 billion. Excluding restructuring charges of $59 million
after-tax, the net loss in 2001 was $409 million. Excluding restruc-
turing charges and significant items of $73 million and $778 million,
after-tax, respectively, the net loss in 2000 was $256 million.

Net interest expense increased to $664 million from $458
million in 2000. These results were principally due to changes in the
treasury investment portfolio and an increase in unallocated equity.

Noninterest income was $206 million compared with $15
million in 2000. Excluding significant item charges of $436 mil-
lion, noninterest income in 2000 was $451 million. The $245
million decrease from 2000 was primarily driven by higher invest-
ment security losses resulting from market conditions.

Unallocated corporate expenses were $426 million compared
with $1.3 billion. Excluding restructuring charges and significant
items, unallocated corporate expenses were $332 million in 2001
versus $473 million in 2000. The $141 million reduction from
2000 was principally due to increased allocations.
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Significant ltems
In 2000, the Corporation initiated certain actions (e.g., decisions
related to staff reductions and the use of existing real estate and
fixed assets), made certain decisions regarding its business activi-
ties (e.g., substantially reducing the vehicle lease portfolio), reacted
to changes in market conditions (e.g., decline in used car market,
investment portfolio repositioning), and applied assumptions
reflective of current market conditions, including current deteri-
oration in performance, in its valuation process (e.g., interest-only
strip, purchased credit card relationships). The results of these
actions were adjustments to the carrying value of related assets and
liabilities. These items were identified as significant items to dif-
ferentiate these actions from ongoing/routine business activities.
The Corporation determined and recorded the adjustments
for these actions (in general) as follows:

* Severance costs related to staff reductions were based on the
identified number of employees terminated.

e Real estate and fixed asset costs were based on the estimated
costs to close and consolidate facilities, including the write-off
of capitalized costs.

* Due to overcapacity in the used automobile market, especially
with sport utility vehicles (a major component of the
Corporation’s lease portfolio), estimated residual values for leased
automobiles declined significantly. Accordingly, the Corporation
wrote down the residual value related to these automobile leases.
In addition, the Corporation planned to sell certain vehicle
loans, which were written down to fair value. The Corporation’s
lease financing accounting policy is presented on page 85.

Business Segments - Table 1 - 2000

* The losses on the repositioning of the investment portfolio, as
part of the Corporation’s overall investment strategy, were based
on market prices.

* The Corporation evaluates the fair value of its interest-only
strip resulting from securitization transactions at both the date
of the securitization and the balance sheet date. In 2000, the
Corporation adjusted these assumptions and estimates to reflect
the change in the fair value for these types of assets and, accord-
ingly, recorded a writedown in its interest-only strip. For a
more detailed discussion of the factors used in this process, see
Note 9 “Credit Card Securitizations” on pages 94-95.

¢ The writedown of purchased credit card relationship intangibles
reflected revised assumptions in the Corporation’s discounted
cash flow analysis reflecting higher cost of funds assumptions,
consistent with the interest rate environment, and loss trends
resulting from deterioration in performance.

As a result of the significant items noted and the restructur-
ing plans initiated in 2000 and 2001, the Corporation’s
noninterest expense, before restructuring-related reversals was
$9.6 billion for 2002, which represented a reduction in annualized
noninterest expense of approximately $1.2 billion and decreased
headcount of approximately 9,000 employees from June 30, 2000.

Results in 2000 included the negative impact of $2.2 billion
after-tax ($3.3 billion pre-tax) of significant items. Business
Segments — Table 1 — summarizes these significant items by action
taken within each line of business. Income Statement Line — Table
2 — reflects these same actions by income statement line. Both

tables exclude merger and restructuring—related charges.

Commercial Investment

(In millions) Retail Banking Card Services Management Corporate Total
Pretax expense (income)
Writedown of auto lease residuals $532 $ 532
Provision for credit losses $628 628
Repositioning of investment

securities portfolio $ 415 415
Operational and other 2 (18) $ 56 220 260
Writedown of interest-only strip 354 354
Occupancy and fixed asset related 9 6 11 $ (4) 315 337
Writedown of purchased

credit card relationship intangibles 275 275
Writedowns primarily related

to planned loan sales ? 167 167
Increase in legal accruals 190 190
Writedown of marketing

partnership agreements 121 121
Severance related 10 21 6 4 9 50

Total $720 $637 $823 $— $1,149 $3,329

After-tax $456 $404 $522 $— $ 778 $2,160
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Income Statement Line - Table 2 - 2000

Commercial Investment
(In millions) Retail Banking Card Services Management Corporate Total
Net interest income $ 14 $ (7) $(6) $1
Noninterest income:
Banking fees and commissions (1) (1)
Credit card revenue $152 152
Service charges on deposits 5 5
Investment securities (gains) losses (1) 426 425
Trading 44 44
Other income 650 3 315 2 11 981
Total noninterest income 650 51 467 2 436 1,606
Provision for credit losses 11 628 35 674
Noninterest expense:
Salaries and employee benefits 12 (42) (4) (19) 145 92
Occupancy expense 9 6 11 72 98
Other intagible amoritization 275 9 36 320
Other 24 1 39 8 466 538
Total noninterest expense 45 (35) 321 (2) 719 1,048
Pretax expense $720 $637 $823 $— $1,149 $3,329
(1) Includes $75 million of incentive accruals reversed in the fourth quarter relating to the full year in which existing plans were adjusted to a pay for performance basis.
(2) At December 31, 2000, management discontinued its plan to dispose of these loans, and as such, are considered part of the general portfolio.

CONSOLIDATED RESULTS

Net Interest Income
Net interest income represents the spread on interest earning assets over interest bearing liabilities as well as items such as loan fees, cash inter-

est collections on problem loans, dividend income, interest reversals, and income or expense on derivatives used to manage interest rate risk.

Percent Change

For the Year Ended December 31, 2002¢ 2001 2000 2002-2001 2001-2000
(Dollars in millions)
Net interest income-FTE basis "? S 8,740 $ 8,769 $ 8,974 _9 (2)%
Average earning assets 231,401 237,869 241,058 (3) (1
Net interest margin 3.78% 3.69% 3.72%
(1) Net interest income-FTE includes taxable equivalent adjustments of $145 million, $131 million, and $138 million for years ended December 31, 2002,

2001 and 2000, respectively.
(2) Net interest income is presented rather than gross interest income and gross interest expense because the Corporation relies primarily on net interest revenue to assess performance.
(3) Results include the effects of the consolidation of Paymentech, Inc. and Anexsys, LLC.

2002 compared to 2001

While the net interest margin increased to 3.78% from 3.69%, net interest income declined $29 million to $8.7 billion from $8.8 bil-
lion. This decrease was primarily a result of intentionally reducing earning assets such as large corporate loans, vehicle leases and brokered
home equity loans. In addition, the Corporation took actions to both the assets and liabilities sides of the balance sheet to defensively posi-
tion itself for a higher rate environment.
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2001 compared to 2000

Net interest income declined $205 million from that reported in 2000, largely due to lower earning assets. The decline in average earn-

ing assets was attributed to efforts to reduce commercial credit exposure, discontinued brokered home equity loan and auto lease

outstandings, and also reflected lower credit card receivables.

Noninterest Income

The components of noninterest income for the periods indicated are:

Percent Change

For the Year Ended December 31, 2002 " 2001 2000 2002-2001 2001-2000

(Dollars in millions)

Banking fees and commissions $1,775 $1,731 $1,537 3% 13%

Credit card revenue 3,816 2,775 2,299 38 21

Service charges on deposits 1,578 1,449 1,310 9 11

Fiduciary and investment management fees 740 754 783 (2) (4)

Investment securities gains (losses) 165 (66) (235) N/M (72)

Trading 224 220 134 2 64

Other income (losses) (62) 360 (738) N/M N/M
Total noninterest income $8,236 $7,223 $5,090 14 42

Noninterest income to total revenue 48.9% 45.5% 36.6%

N/M  Not meaningful.

(1) Results include the effects of the consolidation of Paymentech, Inc. and Anexsys, LLC.

Components of noninterest income that are primarily related to a single business segment are discussed within that business

segment rather than the consolidated section.

2002 compared to 2001

Banking fees and commissions of $1.8 billion increased $44 mil-
lion, or 3%. This increase was primarily the result of increased
annuity and mutual fund sales, as well as from growth in asset-
backed finance and other underwriting fees in capital markets,
partially offset by lower mortgage-related revenue.

Credit card revenue of $3.8 billion increased $1.0 billion, or
38%. This increase was due to the addition of the Wachovia credit
card business, consolidation of Paymentech, higher volume-related
revenue and higher income earned on securitized loans.

Service charges on deposits of $1.6 billion increased $129
million, or 9%. This increase primarily reflected improvement in
global treasury services as clients shifted their payment method to
fees due to the lower value of their compensating deposit balances.

Net investment gains were $165 million compared to losses
of $66 million. Included in 2002 results was the $261 million gain
on sale of the GE Monogram joint venture, partially offset by
net losses in the investment portfolios.

Trading produced gains of $224 million, an increase of $4
million, or 2%. This slight increase was primarily the result of an
increase in the fair value of credit derivatives used to hedge the
commercial loan portfolio and limit exposures for specific credits,
partially offset by lower results across multiple trading products.

Other income decreased $422 million. This decrease was
primarily due to higher losses on tax-oriented investments, mort-
gage-related losses, valuation adjustments on other investments,
various asset write-downs and the consolidation of Paymentech
and Anexsys. Gains on the sale of ownership interests in EquiServe
Limited Partnership and Star Systems recognized in the prior year
also contributed to the decrease.
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2001 compared to 2000

Banking fees and commissions increased $194 million, or 13%.
This increase was primarily the result of increased annuity sales
and fees associated with the in-house administration of the One
Group mutual funds, which the Corporation began recording as
revenue in the 2000 fourth quarter. Additionally, this increase
reflected growth in retail brokerage sales.

Credit card revenue increased $476 million, or 21%. This
improvement was due to the third quarter 2001 addition of the
Wachovia credit card business and significant items recorded in
2000 (see table 2 on page 53).

Service charges on deposits increased $139 million, or 11%.
A lower rate environment produced a shift to the payment of fees
from net interest income due to the lower value ascribed to cus-
tomers’ compensating deposit balances.

Fiduciary and investment management fees declined by $29
million, or 4%. This reduction was as a result of lower investment
advisory fees on equity assets because of overall market conditions.

Investment securities losses were $66 million due to principal
investment losses and lower market valuations, partially offset by
the gains on sale of fixed income securities. This was an improvement
from 2000 when investment securities portfolio activity produced a
loss of $235 million. This loss occurred when significant items were
recorded in the second quarter of 2000 (see table 2 on page 53).

Trading produced gains of $220 million, an increase of $86
million, or 64%. This improvement was due to significant items
recorded in 2000 (see table 2 on page 53) and market value gains.

Other income was $360 million compared to a $738 million
loss in 2000. This improvement was predominately due to signifi-
cant items recorded in 2000 (see table 2 on page 53).



Noninterest Expense

The components of noninterest expense for the periods indicated are as follows:

Percent Change

For the Year Ended December 31, 2002 2001 2000 2002-2001 2001-2000
(Dollars in millions)
Salaries and employee benefits:
Salaries S 3,823 $ 3,638 $ 3,949 5% (8%
Employee benefits 642 560 653 15 (14)
Total salaries and employee benefits 4,465 4,198 4,602 6 9)
Occupancy 645 686 872 (6) (21)
Equipment 426 457 593 (7) (23)
Outside service fees and processing 1,303 1,178 1,537 11 (23)
Marketing and development 1,054 862 900 22 (4)
Telecommunication 365 407 411 (10) (1)
Other intangible amortization 125 97 410 29 (76)
Goodwill amortization —_ 69 70 N/M (1)
Other expense " 1,261 1,246 2,052 1 (39)
Total noninterest expense before merger
and restructuring-related charges (reversals) 9,644 9,200 11,447 5 (20)
Merger and restructuring-related charges (reversals) (63) 351 161 N/M N/M
Total noninterest expense $ 9,581 $ 9,551 $11,608 — (18)
Headcount 73,685 73,519 80,778 — (9)
Efficiency ratio 56.4% 59.7% 82.5%
N/M  Not meaningful.
(1) Certain expenses have been reclassified from salaries to other expenses in all periods.

Components of noninterest expense that are primarily related to a single business segment are discussed within that business

segment rather than the consolidated section.

2002 compared to 2001

Salaries and employee benefits of $4.5 billion increased $267 mil-
lion, or 6%. This increase was due to insourcing activities
previously performed by outside vendors, increased incentive com-
pensation, the consolidation of Paymentech and Anexsys, and
also included $45 million related to the adoption of the fair value
method of accounting for stock option and stock purchase plans.

Outside service fees and processing expense of $1.3 billion
increased $125 million, or 11%, due to the increase in contract
programming charges related to the Corporation’s systems con-
version efforts and the one-time charge of $89 million related to
termination and renegotiation of certain vendor contracts.

Marketing and development expense of $1.1 billion
increased $192 million, or 22%, primarily due to increased adver-
tising expenditures for Card Services and certain Retail products.

Telecommunication expense of $365 million decreased $42
million, or 10%, primarily due to lower servicing expenses result-
ing from the termination and renegotiation of certain vendor
contracts.

Other intangible amortization of $125 million increased
$28 million, or 29%, primarily due to the amortization of pur-
chased credit card relationships associated with the addition of the
Wachovia credit card business. In accordance with SFAS No. 142,
“Goodwill and Other Intangible Assets,” the Corporation no
longer amortizes goodwill and thus did not incur any goodwill
amortization expense during 2002.

Other expense increased by $15 million primarily due to
systems conversion costs. The Corporation successfully completed
the Michigan, Florida and Illinois conversions during 2002.

As a result of the significant items noted on pages 52-53
and restructuring plans initiated in 2000 and 2001, the
Corporation’s noninterest expense before restructuring-related
reversals was $9.6 billion for 2002, which represents a reduction
in annualized noninterest expense of $1.2 billion and decreased
headcount of approximately 9,000 employees from June 30, 2000.

2001 compared to 2000

Salaries and employee benefits were $4.2 billion, down 9% from
$4.6 billion. This decline was attributed to expense savings from
reduced headcount and cost reductions associated with the mod-
ification of the Corporation’s benefit plans.

Occupancy expense declined by $186 million, or 21%. The
decrease was the result of less occupied space.

Equipment expense in 2001 decreased $136 million.
Reduced furniture and equipment rental along with lower main-
tenance and depreciation expense was primarily the reason for
the 23% decline.

The Corporation recorded restructuring-related charges in
the fourth quarter of 2001 affecting all lines of business for addi-
tional real estate and staff reductions (severance) costs to
accomplish expense reductions, accelerated systems conversions,
and other consolidations. Actions under the plan were imple-
mented. See Note 4 “Restructuring-Related Activity” on page 89.
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The Corporation recorded restructuring-related charges in
the second quarter of 2000 related to restructuring its indirect
lending and home mortgage business as well as exit costs associ-
ated with specific decisions made to permanently abandon
identified facilities, equipment and application software (for all
lines of business). Actions under this plan have been completed,
with only payments of identified obligations remaining. See Note
4 “Restructuring-Related Activity” on page 89.

Restructuring-related charges (reversals) are allocated to each
line of business (see tables on pages 52-53) for management
reporting purposes.

Outside service fees and processing expense also declined
23%, attributed to a reduction in consulting expense and the
benefits from contract renegotiations and other waste-reduction
initiatives.

Marketing and development expense decreased $38 million,
or 4%, as continued expense reductions in the Retail line of busi-
ness more than offset increased expenditures for Card Services.

Other intangible amortization expense decreased by $313
million, or 76%, predominately due to significant items recorded
in 2000 (see table 2 on page 53).

Other expense was reduced by $806 million, or 39%. This
decrease was primarily due to significant items recorded in 2000 (see
table 2 on page 53). This reduction also reflects the continuation of
the Corporation’s waste-reduction initiatives to lower expenses for
such items as travel, entertainment and other miscellaneous items,
which was partially offset by system conversion costs. The
Corporation successfully converted the Texas/Louisiana and the
Arizona/Utah deposit systems during 2001.

Applicable Income Taxes

The Corporation’s income (loss) before income taxes and cumu-
lative effect of change in accounting principle, as well as applicable
income tax expense (benefit) and effective tax rate for each of the
past three years follows:

(Dollars in millions) 2002 2001 2000

Income (loss) before
income taxes (benefit)
and cumulative effect of
change in
accounting principle $4,763 $3,800 $(1,080)

Applicable income
taxes (benefit)

Effective tax rate

1,468
30.8%

1,118
29.4%

(569)
52.7%

Applicable income tax expense (benefit) for all three years
included benefits for tax-exempt income, tax-advantaged invest-
ments and general business tax credits offset by the effect of
nondeductible expenses. In the case of a loss before income taxes
and the cumulative effect of change in accounting principle, the
effect of the net tax benefits described above is to increase, rather
than decrease, the effective rate of tax. This is the primary reason for
the difference in effective tax rates between 2000 and the other
years presented. More detail on income taxes can be found in Note
20 “Income Taxes” on page 101.
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RISK MANAGEMENT

Risk is an inherent part of the Corporation’s business activities.
The Corporation’s ability to properly and effectively identify, mea-
sure, monitor, and report risk in its business activities is critical to
its soundness and profitability. The diversity of the Corporation’s
lines of business helps reduce the impact that volatility in any par-
ticular area has on its operating results as a whole.

Corporate Risk Management Governance Structure
While the lines of business are primarily responsible for manag-
ing the risks inherent in their businesses, the Corporation has
established a risk management governance structure to establish
policy, monitor adherence to policy and manage the overall risk
profile of the organization.

The Corporation believes risk management is the responsi-
bility of every employee. However, various functional groups have
specific roles and responsibilities to manage risk:

* Board of Directors: determines risk appetite and risk capacity.
The Audit and Risk Management Committee routinely reviews
risk issues.

* Risk Committees: ensure appropriate management of aggre-
gate risks and capital, acceptable corporate and line of business
risk profiles and the integrity of risk governance processes.
Risks addressed include, but are not limited to credit, market
and operational risk. The Executive Risk Committee is co-chaired
by the Chief Executive Officer and Chief Risk Officer. Lines of
business sub-committees are co-chaired by the heads of the lines of
business and their respective chief risk officers. Committee mem-
bers represent the lines of business, corporate risk management,
finance and legal functions.

¢ Chief Risk Officer: establishes effective risk management infra-
structure (people, process and systems).

* Lines of Business: manages risk exposures to approved limit
structures for their applicable line of business and identifies
risk linkages to other businesses.

* Investment Committee: ensure appropriate management
of both new investment proposals and the existing portfolio
of investments; approve new investment proposals and divest-
ment strategies. The committe is co-chaired by the Chief
Financial Officer and Head of Financial Planning and

Acquisitions.

Principal Investments Committee: a separate investment
committee exists for governing the principal investments port-
folio and is chaired by the Chief Executive Officer.

* Corporate Audit: independently assesses and recommends
actions to mitigate risk.

* Asset and Liability Committee (“ALCO”): provides gover-
nance and oversight of liquidity, structural interest rate risk
and capital and is co-chaired by the Chief Financial Officer
and Treasurer.



Risk Management Process
There are four critical elements to the Corporation’s risk
management process:

* Risk Identification: The Corporation identifies risk dynami-
cally by assessing the potential impact of internal and external
factors on current businesses and new products/programs, and
by developing risk mitigation strategies to effectively manage
identified risks.

* Risk Measurement: The Corporation measures risk using a
variety of methodologies including: calculating expected loss,
unexpected loss and value-at-risk; and conducting stress tests
and making comparisons to external benchmarks. Measurement
models and underlying assumptions are routinely validated to
ensure accurate risk measurement.

* Risk Monitoring/Control: The Corporation establishes risk
management policies and procedures. These policies contain
approved limits by customer, product and business that are
monitored weekly.

* Risk Reporting: Risk reporting covers all lines of business and
is comprehensively provided to management on a weekly basis.

Risk Types

There are seven major risk types identified by the Corporation:

* Credit risk is the risk to earnings or capital arising from an
obligor’s failure to meet the terms of any contract with the
lender or otherwise fail to perform as agreed.

* Liquidity risk is the risk of loss arising from an institution’s
inability to meet its obligations when they come due without
incurring unacceptable losses.

* Market risk is the risk that changes in future market rates or
prices will make the Corporation’s positions less valuable.

* Operational risk is the risk of loss resulting from inadequate
or failed internal processes, people or systems or from
external events.

* Reputation risk is the risk to earnings or capital arising from
negative public opinion. This affects the institution’s ability to
establish new relationships or services, or continue servicing
existing relationships.

* Strategic risk is the risk to earnings or capital arising from
adverse business decisions or improper implementation of
those decisions.

* Compliance risk is the risk to earnings or capital arising from
violations of, or non-conformance with, laws, rules, regula-
tions, prescribed practices, or ethical standards.

CREDIT RISK MANAGEMENT

Credit risk is a significant risk to the Corporation. It represents
risk to earnings arising from an obligor’s failure to meet the terms
of any contract with the Corporation or otherwise fail to per-
form as agreed. Credit risk is found in all activities where success
depends on issuer, borrower or counterparty performance. It arises
any time funds are extended, committed, invested, or otherwise
exposed through actual or implied contractual agreements,
whether reflected on or off the balance sheet. On-balance sheet

credit exposure includes such items as loans. Off-balance sheet

credit exposure includes unfunded credit commitments and other
credit-related financial instruments.

Management proactively manages the risk/reward relation-
ship of each portfolio to achieve profitability targets and required
rates of return on investment. The Corporation uses credit deriv-
atives (primarily single name credit swaps) and short bond
positions, as protection against deterioration of credit quality on
commercial loans and loan commitments.

Risk Identification

Credit risk is the most prevalent risk associated with banking, and
encompasses more than the traditional definition associated with
lending activities. Credit risk also arises in conjunction with a
broad range of bank activities, including selected investment port-
folio products, derivatives trading partners, or foreign exchange
counterparties. Credit risk also arises due to country or sovereign
exposure, as well as indirectly through guarantor performance.

Risk Measurement

Expected and Unexpected Losses

Using statistical techniques, expected and unexpected losses are
calculated for each segment of the portfolio. Expected loss is the
average expected loss over a cycle, and unexpected loss represents
the potential volatility of losses relative to expected loss levels.

Expected loss calculations and related stress tests are used as a
basis for evaluating allowance for credit losses adequacy. Unexpected
loss calculations are used as a basis for calculating economic capital,
which is a management tool used to allocate capital for internal
management purposes. Expected and unexpected loss calculations
are made at the facility and portfolio levels, and are used as a basis
for pricing to ensure appropriate risk/reward balance.

The Corporation employs several methodologies for esti-
mating expected and unexpected losses. Methodologies are
determined based on a number of factors, including type of asset
(e.g., consumer installment versus commercial loan), risk mea-
surement parameters (e.g., delinquency status and bureau score
versus commercial risk rating), and risk management and collection
processes (e.g., retail collection center versus centrally managed
workout units). Risk measurement is primarily based upon two
methodologies: risk rating exposure and credit scoring exposure.

Risk-Rated Exposure

For portfolios that are risk-rated (generally commercial), expected
and unexpected loss calculations are based on estimates of prob-
ability of default and loss given default. Probability of default is
the one-year expected default calculated on an obligor basis. Loss
given default is an estimate of losses that are based upon collateral
and structural support for each credit facility. Calculations and
assumptions are based on management information systems and
methodologies that are under continual review.

In the second quarter 2001, the Corporation refined its mea-
surement process for estimating expected loss by enhancing its
risk rating system to provide for discrete estimates of probability
of default and loss given default. In addition, the Corporation
moved from a one-tier, 12 point combined obligor and facility-
based scale to estimate expected loss to a two-tiered methodology:
a 20 point obligor-based scale, which estimates probability of
default, and an 8 point facility-based scale, which estimates loss
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given default. The benefit of the 20 point obligor-based scale is it
enables the Corporation to benchmark its internal measures of risk
with publicly available ratings and market prices. The estimated
probability of default covers a one-year time horizon. Expected
loss represents the combined effect of estimates from both com-
ponents. While the risk rating system changed, estimates of
expected loss were relatively unaffected and no increase to the
reserve was required.

Risk ratings are reviewed on an ongoing basis by corporate
risk management and revised, if needed, to reflect the borrowers’
current risk profile and the related collateral position. The lower
categories of credit risk are equivalent to the four bank regulatory
classifications: Special Mention, Substandard, Doubtful and Loss.

Credit-Scored Exposure

For credit-scored portfolios (generally Retail and Card Services),
expected loss is based on a statistical analysis of inherent losses over
discrete periods of time. Expected losses are estimated using sta-
tistical analysis, such as roll rate models, which use historical
losses, and vintage forecasting models. Other risk characteristics
evaluated include: recent loss experience in the portfolios, changes
in origination sources, portfolio seasoning, loss severity, and
underlying credit practices, including charge-off policies. This
analysis is applied to the current portfolios in order to forecast
delinquencies and severity of losses, which determines the amount
of future probable losses. These factors and analysis are updated
on a quarterly basis.

Risk Monitoring/Control

The Executive Risk Committee has developed policies to manage
the level and composition of risk in its portfolio, and reviews the
Corporation’s performance relative to those policies.

The line of business risk committees have developed policies
that focus on origination, portfolio management and managed
assets related activities. The policy framework establishes approval
authorities and related processes, risk rating methodologies, port-
folio review parameters and management of problem loans. The
objective of the credit risk management process is to quantify and
manage credit risk on an aggregate portfolio basis as well as to
reduce the risk of loss resulting from an individual customer
default. Corporate risk management works with lending officers
and line of business personnel involved in credit decision making
and is involved in the implementation, refinement, and moni-
toring of the Corporation’s credit policies and procedures. Credit
limits are approved by the Executive Risk Committee and adher-
ence to those limits is monitored weekly.

In order to meet its credit risk management objectives, the
Corporation maintains a risk profile that is diverse in terms of bor-
rower, product-type, and industry and geographic concentrations.

Additional diversification of the Corporation’s exposure is accom-
plished through syndication of credits, participations, loan sales,
securitizations, credit derivatives and other risk-reduction techniques.

Risk Reporting

Aggregate credit exposure, credit metric forecasts, hold limit
exceptions and risk profile changes are reported weekly for all
portfolios. Expected loss calculations and detailed portfolio report-
ing of industry, customer and geographic concentrations are
reported monthly to senior management. In addition, the results
of comprehensive stress tests of expected loss for reserve estab-
lishment are presented in the quarterly reports to senior
management. Through the Risk Committee governance struc-
ture, credit risk trends and limit exceptions are regularly discussed
on a comprehensive basis.

LIQUIDITY RISK MANAGEMENT

Liquidity is managed to preserve stable, reliable and cost-effective
sources of funding to meet all current and future financial obligations.

At the Corporation, strong liquidity is provided by a variety
of sources including:

* A portfolio of liquid assets, comprised of federal funds sold,
deposit placements and marketable securities.

* A large customer deposit base arising through the Corporation’s
Commercial Banking and Retail business activities.

* A diversified mix of short- and long-term funding sources from
the wholesale financial markets.

* A substantial and growing capital position in excess of regula-
tory well-capitalized standards.

* Significant borrowing capacity at the Federal Reserve
discount window.

The Corporation is an active participant in the global finan-
cial markets through which it obtains a significant amount of
funding. These markets serve as a cost-effective source of funds
and are a critical component of the Corporation’s liquidity man-
agement. Decisions to access these markets are based upon relative
costs, prospective views of balance sheet growth, and a targeted
liquidity profile. A disruption in the financial markets could limit
access to liquidity for the Corporation.

The Corporation’s ability to maintain regular access to com-
petitively priced wholesale funds is fostered by strong debt ratings
from the major credit rating agencies. Management views the
following factors as critical to retaining high credit ratings:

¢ Strong capital ratios and credit quality

* A stable, diverse earnings stream
Diversity of liquidity sources

¢ Strong liquidity monitoring procedures

At December 31, 2002, the Corporation and its principal banks had the following long- and short-term debt ratings:

Short-Term Debt Senior Long-Term Debt
S&P Moody’s Fitch S&P Moody's Fitch
The Corporation (parent) A-1 P-1 F-1 A Aa3 A+
Principal banks A-1 P-1 F-1+ A+ Aa?2 AA-

58 BANK ONE 2002 ANNUAL REPORT




Risk Identification

Treasury is responsible for measuring and managing the liquidity
profile with oversight from the ALCO. Liquidity risks reviewed
include the diversity of the Corporation’s sources of funding and the
maturity structure of those sources, quantity of liquid assets held,
contingent funding requirements and sensitivity to changes in credit
ratings. Treasury tests a series of liquidity scenarios and works with
the lines of business to understand and manage the potential lig-
uidity risks in the Corporation.

Measurement and Monitoring/Control

The Corporation has established operating guidelines around bal-
ance sheet liquidity that include required levels of liquid assets and
limits on liquidity gaps. Liquidity gaps measure balance sheet
cash flow mismatches and quantify certain liability maturities in
excess of liquid assets.

The Corporation monitors and manages liquidity considering
both on- and off-balance sheet exposures. On-balance sheet lig-
uidity is impacted by balance sheet growth, level and mix of
customer deposits, and access to wholesale funding. In the normal
course of business, the Corporation enters into certain forms of
off-balance sheet transactions, including credit card securitizations,
unfunded loan commitments and letters of credit. These transac-
tions are managed through the Corporation’s various risk
management processes. For example, liquidity facilities provided
to Corporation-and third party-administered specialized financing
entities might require funding if the Corporation’s short-term rat-
ing were to fall to A-2 or P-2. Credit card securitizations may be
subject to early amortization if certain performance measures of
the issuing trust were not maintained. Other events could result in
additional funding requirements for the Corporation.

The parent company faces unique liquidity constraints due to
legal limitations on its ability to borrow funds from its banking sub-
sidiaries. The parent company obtains funding to meet its obligations
through bank and non-bank subsidiary dividends (within regulatory
limitations) and through the issuance of debt securities. The parent
company holds liquid assets equal to at least 12 months of its
upcoming debt maturities to ensure adequate liquidity is available.

Reporting
A combination of daily, weekly, monthly and periodic reports
provided to senior management detail the following:

¢ Internal liquidity risk metrics

* Composition and level of the liquid asset portfolio

* Timing differences in short-term cash flow obligations

* Available pricing and market access to the financial markets
for capital, term-debt and securitization transactions

* Exposure to contingent draws on the Corporation’s liquidity

* Liquidity stress testing under systemic and Corporation specific
scenarios

MARKET RISK MANAGEMENT

Market risk refers to potential losses arising from changes in inter-
est rates, foreign exchange rates, equity prices, commodity prices
and credit spreads in market risk sensitive instruments. Market
risk arises in both trading and non-trading portfolios. The section
on “Market Risk Management-Nontrading Activities” on page 61
provides an overview of our approach to managing market risks
arising from non-trading portfolios. In these asset and liability
management activities, policies are in place to closely manage
structural interest rate risk. Disclosures about the fair value of

financial instruments, which reflect changes in market prices and
rates, can be found in Note 23 “Fair Value of Financial
Instruments” on pages 103—105.

Market Risk Management — Trading Activities

Through its trading activities, the Corporation strives to take
advantage of profit opportunities due to changes in interest rates,
exchange rates, equity prices, commodity prices and credit spreads.
The Corporation’s trading activities are primarily customer-ori-
ented. For example, cash instruments are bought and sold to
satisfy customers’ investment needs. Derivative contracts are ini-
tially entered into to meet the risk management needs of
customers. The Corporation enters into subsequent transactions
to manage the level of risk in accordance with approved limits. In
order to accommodate customers, an inventory of capital markets
instruments is carried, and access to market liquidity is main-
tained by making bid-offer prices to other market makers. The
Corporation may also take proprietary trading positions in vari-
ous capital markets cash instruments and derivatives, and these
positions are designed to profit from anticipated changes in mar-
ket factors. Activity is focused in OECD (Organisation for
Economic Cooperation and Development) markets, with very
little activity in emerging markets.

Many trading positions are kept open for brief periods of
time, often less than one day. Other positions may be held for
longer periods. Trading positions are carried at estimated fair
value, with realized and unrealized gains and losses included in
noninterest income as trading income.

Risk Identification

Corporate market risk management works with various lines of
business personnel to refine and monitor market risk policies and
procedures, and is the primary independent oversight unit for
market risk arising from line of business activities. The line of
business, working in conjunction with corporate market risk man-
agement, is responsible for comprehensive identification of market
risks. These market risks include the sensitivities to such market
factors as changes in prices, interest rate curves, spreads, basis,
volatility, gamma, time decay and correlations. Market risk man-
agement also conducts annual reviews of each of the trading
businesses to confirm approved products and trading strategies.

Risk Measurement

The Corporation relies on a number of statistical and non-statis-
tical measurements to monitor the level of market risk arising
from interest rates, foreign exchange, equities, commodities and
credit spreads. The Corporation has developed policies and pro-
cedures to manage market risk in its trading activities through a
value-at-risk measurement, stress testing and dollar trading limits.
The objective of this process is to quantify and manage market
risk in order to limit single and aggregate exposures. Dollar trad-
ing limits are subject to varying levels of approval by senior line of
business management, with review by corporate market risk man-
agement. For non-trading portfolios, the primary measures of
market risk are earnings at risk and the economic value of equity.

Value-At-Risk

For trading portfolios, value-at-risk measures the maximum fair
value the Corporation could be reasonably expected to lose on a
trading position, given a specified confidence level and time hori-
zon. Value-at-risk limits and exposure are monitored daily for each
significant trading portfolio. Value-at-risk was not calculated for
credit derivatives used to hedge specific credits in the loan portfo-
lio. However, stress testing is regularly performed for these credit
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derivative positions. See discussion of credit derivatives under the
“Trading Derivative Instruments” section on page 72. Likewise, value-
at-risk calculations do not include the principal investments portfolio
that is being accounted for similar to trading portfolios in that real-
ized and unrealized gains and losses are recorded currently in income.

The Corporation applies a statistical model to its portfolios of
cash and derivative positions, including options, to calculate value-
at-risk. The variance-covariance model estimates the volatility of
returns on individual assets, as well as the correlation of changes of
asset price pairs. These volatility and correlation estimates are made
on the basis of one-year, equally-weighted historical observations of
market variables. The model then computes the volatility of changes
in the market values of the portfolios (i.e., the value-at-risk results) by

applying each portfolio’s statistical sensitivities to the correlations.

The Corporation’s value-at-risk calculation measures poten-
tial losses in fair value using a 99% confidence level and a one-day
time horizon. This equates to 2.33 standard deviations from the
mean under a normal distribution. This means that, on average,
daily profits and losses are expected to exceed value-at-risk one
out of every 100 overnight trading days.

The value-at-risk in the Corporation’s trading portfolio was
as follows (excluding credit derivatives and other instruments
used to hedge specific credits in the loan portfolio with a notional
amount of $7.3 billion and $3.3 billion at December 31, 2002
and 2001, respectively):

2002
(In millions) December 31 Average High Low
High Volume Capital Markets Trading Portfolios
and Mortgage Pipeline @
Risk type:
Interest rate $6 S5 s7 S$3
Commodity price — — 2 —
Currency exchange rate — — 3 —|
Equity 1 1 2 —
Diversification benefit — — N/A N/A
Other Trading Portfolios 7 6 8 3
Risk type:
Interest rate 7 7 8 7
Aggregate trading portfolio market risk $14 13 16 1
2001
(In millions) December 31 Average High Low
High Volume Capital Markets Trading Portfolios
and Mortgage Pipeline @
Risk type:
Interest rate $5 $5 $7 $3
Commodity price — — — —
Currency exchange rate — 1 4 —
Equity 1 1 4 —
Diversification benefit — — N/A N/A
Other Trading Portfolios 6 7 15 3
Risk type:
Interest rate 6 6 8 5
Aggregate trading portfolio market risk $12 13 16 9

(1) Subject to backtesting.

Interest rate risk was the predominant type of market risk
incurred during 2002. At December 31, 2002, approximately
95% of primary market risk exposures were related to interest
rate risk. Currency exchange rate, equity and commodity risks
accounted for 1%, 3% and 1%, respectively, of primary market
risk exposures.

e U.S. Treasury, corporate, asset-backed, municipal, and mort-
gage-backed securities generated 82% of the interest rate risk
component. Interest rate derivatives accounted for 15% of the
interest rate risk, while the remaining 3% was derived primar-
ily from money market and foreign exchange trading activities.
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¢ Foreign exchange spot, forward and option trading generated
100% of the currency exchange rate risk. Of the currency
exchange rate risk arising from these activities, 43% related to
major currency exposures and 57% to minor currencies.

* Equity derivatives trading and off-setting cash positions gen-
erated 100% of equity price risk.

At December 31, 2002, aggregate portfolio market risk expo-
sures were 17% higher than at year-end 2001. The majority of this
increase was due to increased market risk in various trading books.



Value-at-risk levels are regularly backtested to validate the
model by comparing predictions with actual results. For 2002,
backtesting results for the high volume capital markets portfo-
lios and the mortgage pipeline appear in the following graph:
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These backtesting results reflect only the higher volume trad-
ing portfolios that are actively managed and marked-to-market on
a daily basis (i.e., the capital markets trading portfolios and the
mortgage pipeline in the consumer lending business). Based on a
99% confidence interval in predicting actual profit or loss, the
Corporation would expect actual profit or loss to exceed value-at-
risk one day for every one hundred days. As shown in the graph
above, there was only one day in 2002 where the actual loss
exceeded the calculated value-at-risk. The Corporation’s value-at-risk
measure provides a conservative measure of the level of market risk.

Stress Testing

Stress tests are conducted regularly for all capital markets trading port-
folios including credit derivatives for a standard set of forward-looking
scenarios for large, low probability changes in the market variables.
Scenarios may be derived from either severe historical crises or forward
assessment of developing market trends. The scenarios are continu-
ously reviewed to reflect changing market and economic conditions.

Risk Monitoring

The Corporation establishes limits for value-at-risk, market vari-
able exposures, position limits and dollar trading loss limits for all
capital markets trading portfolios. Actual activity compared with
these limits is monitored daily. In addition, trading limits have
been established for trading portfolios within other areas of the
Corporation, including treasury and principal investments. Actual
activity compared with these trading limits is regularly moni-
tored. As a rule, all businesses are expected to maintain exposure
within approved limits. Should a risk exposure level exceed
approved limit levels, business management provides a strategy for
bringing risk levels down within approved levels.

Risk Reporting

Value-at-risk, market variable exposures and dollar trading loss
limit exceptions are reported daily for each capital markets trading
portfolio. Market risk exposure trends, value-at-risk trends, profit
and loss changes, aged asset inventories and portfolio concentra-
tions are reported daily to business management and weekly to
executive management. In addition, the results of comprehensive,
weekly stress tests are presented in the weekly reports to executive
management. Market risk exposure for treasury and principal
investment trading portfolios are reported regularly through the
Risk Committee governance structure. Market risk trends and
limit exceptions are comprehensively and regularly discussed.

Market Risk Management — Non-Trading Activities
Interest rate risk exposure in the Corporation’s core non-trading
business activities, (i.e., asset/liability management (“ALM”) posi-
tion), is a result of reprice, option, and basis risks associated with on-
and off-balance sheet positions. Reprice risk represents timing mis-
matches in the Corporation’s ability to alter contractual rates earned
on financial assets or paid on liabilities in response to changes in
market interest rates. Basis risk refers to the potential for change in
the underlying relationship between market rates or indices, which
subsequently result in a narrowing of the spread earned on a loan or
investment relative to its cost of funds. Option risk arises from
“embedded options” present in many financial instruments such as
interest rate options, loan prepayment options and deposit early
withdrawal options. These provide customers and investors oppor-
tunities to take advantage of directional changes in rates, which
could have an adverse impact on the Corporation’s margin perfor-
mance. Embedded options are complex risk positions that are
difficult to predict and offset, and are a significant component of the
interest rate risk exposure for the Corporation.

Risk Identification
Interest rate risk arises through ongoing banking activities, includ-
ing traditional customer lending and deposit activities and
wholesale funding and portfolio actions. The Corporation iden-
tifies interest rate risk by quantifying the impact of new programs,
products and strategies on overall balance sheet sensitivity.
Responsibility for management of interest rate risk resides
with treasury under the oversight of the Corporation’s ALCO
and is apprised weekly of newly discovered risks associated with
the ALM position and the strategies to manage resultant exposure.

Risk Measurement

The ALM position is measured using sophisticated earnings sim-
ulation and valuation tools. The primary risk measure employed
is earnings-at-risk, which measures the sensitivity of pretax earn-
ings to various interest rate movements as compared to a base-case
scenario established using current rates. Earnings-at-risk incor-
porates estimates of balance sheet growth, pricing and customer
behavior under each scenario analyzed. The analysis is calculated
over multiple time horizons.

In addition to earnings-at-risk analysis, management uses
an economic value of equity sensitivity technique to capture the
risk in both short- and long-term positions. This analysis involves
calculating future cash flows over the life of all current assets, lia-
bilities and off-balance sheet positions under different rate
scenarios. The discounted present value of all cash flows represents
the Corporation’s economic value of equity. The sensitivity of this
value to shifts in the yield curve allows management to measure
longer-term repricing and option risk in the portfolio.

The measurement of interest rate risk is highly dependent on
numerous assumptions. While the risk analysis incorporates man-
agement’s best estimate of interest rate and balance sheet dynamics
under various market rate movements, the actual behavior and
resulting earnings impact will likely differ from that projected.
Sensitivities to key assumptions are tested and reviewed to provide
a range of possible outcomes. For mortgage-related assets, the
simulation model captures the expected prepayment behavior
under changing interest rate environments. Assumptions and
methodologies regarding the interest rate or balance behavior of
indeterminate maturity products, (e.g., credit card receivables,
savings, money market, NOW and demand deposits), reflect man-
agement’s best estimate of expected future behavior. Sensitivity of
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service fee income to market interest rate levels, such as those
related to cash management products, is included as well.

Risk Monitoring
The Corporation has established risk measures, policy limits and
internal control mechanisms (collectively referred to as the Interest
Rate Risk Policy) for managing the overall ALM position, includ-
ing both on- and off-balance sheet positions. Policy limits are based
on immediate parallel shocks of +/-100 basis point rate movements.
Responsibility for the management of interest rate risk resides
with treasury under the oversight of the ALCO. Business unit man-
agement is responsible for understanding their interest rate risk,
while the Corporation controls and monitors this risk centrally.
ALCO is apprised weekly of the risks associated with the ALM
position, with exposures tested under multiple rate and yield curve
scenarios. The Corporation balances the return potential of the
ALM position against the desire to limit volatility in earnings and/or
economic value.

Risk Reporting

Based on immediate parallel shocks, the Corporation’s earnings-
at-risk to rising interest rates, versus base-case, has improved. The
Corporation’s 12-month pretax earnings sensitivity profile as of
year-end 2002 and 2001 is as follows:

Immediate Change in Rates

(In millions) +200bp +100bp -50bp  -100 bp
December 31, 2002 $165 $100 $(89) $(177)
December 31, 2001 $(754) $(341) $135 $174

The decrease in earnings-at-risk during the year largely
reflects management’s decision to reduce exposure to rising mar-
ket interest rates and take advantage of market opportunities to
secure long-term, low cost funding. These activities included the
termination of $6 billion notional value in receive fixed/pay float-
ing swaps, execution of $15 billion pay fixed/receive floating
swaps and the issuance of $5 billion in fixed rate term funding.

Numerous alternative scenarios are reviewed internally,
including more gradual and more severe rate movements and non-
parallel rate shifts. These scenarios are intended to provide a more
comprehensive view of the Corporation’s interest rate risk exposure
by further detailing reprice, option, yield curve and basis risk. The
interest rate scenarios are used for analytical purposes and do not
necessarily represent management’s view of future market move-
ments. Rather, they are intended to provide a measure of the degree
of volatility interest rate movements may introduce into the earn-
ings and economic value of the Corporation.

Rates as represented by implied forward rates (or the market’s
expectations for rates as embedded in the current yield curve) pro-
vide an important benchmark in the evaluation of balance sheet
management strategies and the overall risk posture. The market’s
view of rates is embedded in the price of all financial instruments.
Strategies to modify risk are therefore evaluated based on a com-
parison of managements and the market’s expectations about the
degree and timing of the expected rate movement. At year-end,
implied forward rates suggested a modest increase in interest rates
in the second half of 2003. This rate scenario would not materially
impact the earnings of the Corporation.
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The Corporation generally benefits if rates increase earlier or
more than expected under the implied forwards or if the general level
of rate increase is sudden and severe due to actions taken over the year
to minimize increases in funding costs relative to assets repricings. The
benefit of increasing short-term rates is further enhanced when rates
increase more than 425 basis points and the rate earned on a portion
of the credit card portfolio moves above contractual floors. The
Corporation would be negatively impacted by sudden rate increases
accompanied by a flattening yield curve that would diminish the
benefit of term asset repricing.

Steeper yield curves typically benefit earnings, particularly when
the increase in long-term rates is not accompanied by increasing
short-term rates. Falling long-term rates negatively impact earnings
and can also expose the Corporation to additional option risk. The
Corporation’s basis risk is largely the result of corporate and con-
sumer demand for prime-based loan products. Declines in the prime
rate relative to bank funding costs will result in decreased earnings.

OPERATIONAL RISK MANAGEMENT

The Corporation is exposed to numerous types of operational
risk. Operational risk is defined as the risk of loss resulting from
the inadequate or failed internal processes, people and systems
or from external events. Operational risk generally refers to the
risk of loss resulting from the Corporation’s operations, including,
but not limited to, the risk of fraud by employees or persons out-
side the Corporation, the execution of unauthorized transactions
by employees, errors relating to transaction processing and sys-
tems, and breaches of the internal control system and compliance
requirements. This risk of loss also includes the potential legal
actions that could arise as a result of the operational deficiency or
as a result of noncompliance with applicable regulatory standards.

The Corporation operates in many different businesses in
diverse markets and places reliance on the ability of its employees
and systems to process a high number of transactions. In the event of
a breakdown in the internal control systems, improper operation of
systems or improper employee actions, the Corporation could suffer
financial loss, face regulatory action and suffer damage to its reputa-
tion. The Corporation’s framework for managing operational risk
establishes a foundation on which to comprehensively and effectively
identify, measure, mitigate, monitor and report operational risks.

The Corporation maintains systems of controls that provide
management with timely and accurate information about the opera-
tions of the Corporation. These systems have been designed to manage
operational risk at appropriate levels given the Corporation’s financial
strength, the environment in which it operates, and considering factors
such as competition and regulation. The Corporation has also estab-
lished procedures that are designed to ensure that policies relating to
conduct, ethics and business practices are followed on a uniform basis.
In certain cases, the Corporation has experienced losses from opera-
tional risk. Such losses have included the effects of operational errors
that the Corporation has discovered and taken as charges in the income
statement. While there can be no assurance the Corporation will not
suffer such losses in the future, management continually monitors
and improves its internal controls, systems and corporate-wide
processes and procedures. Furthermore, management believes the
plans to streamline the organization through charter consolidations
and further systems integration and policies enacted to push down
reporting accountabilities further in the organization, have improved
the Corporations ability to identify and limit operational risk.



CREDIT PORTFOLIO COMPOSITION

Selected Statistical Information

The significant components of credit risk and the related ratios for the years indicated are as follows:

December 31, 2002 2001 2000 1999 1998
(Dollars in millions)
Loans outstanding $148,125 $156,733 $174,251 $163,877 $155,398
Average loans 150,805 167,054 171,768 156,855 154,952
Nonperforming loans " 3,276 3,551 2,475 1,559 1,207
Other, including other real estate owned 251 137 98 106 90
Nonperforming assets 3,527 3,688 2,573 1,665 1,297
Allowance for credit losses 4,525 4,528 4,110 2,285 2,271
Net charge-offs 2,465 2,288 1,391 1,206% 1,498
Nonperforming assets to related assets ? 2.38% 2.35% 1.48% 1.02% 0.83%
Allowance to period end loans 3.20 2.97 2.42 1.42 1.51
Allowance to nonperforming loans 139 128 166 147 188
Net charge-offs to average loans 1.63 1.37 0.81 0.77 0.97
Allowance to net charge-offs 184 198 295 189 152

(M Includes loans held for sale of $22 million for the year ended December 31, 2002. For December 31, 2001, 2000, 1999 and 1998 there were no nonperforming loans
included in loans held for sale. These amounts are not included in allowance coverage statistics.

(2)  Related assets consist of loans outstanding, including loans held for sale and other real estate owned.

(3)  Includes $143 million of charge-offs required to bring the consumer portfolio into compliance with FFIEC guidelines. Excluding these incremental charge-offs, the adjusted
coverage ratio would have been 215%.

Loan Composition
In 2001, the Corporation changed its loan composition methodology to a line of business approach, dividing the loan portfolio into
Retail, Commercial Banking, Card Services, IMG and Corporate. The Corporation has presented 2000 information under both the
“old” and “new” compositions, but has not presented 1999 and 1998 under the “new” composition as it would be impractical to reclas-
sify those periods using the new methodologies.

The Corporation’s loan portfolios at December 31 are as follows:

2002 2001 2000
(Dollars in millions) Amount Percent Amount Percent Amount Percent
Retail:
Small business commercial $ 9,863 7% $ 9,947 6%| $ 9,344 5%
Home equity 28,469 19 25,143 16 31,361 18
Vehicle 14,012 9 13,481 9 14,300 8
Other personal 8,491 6 9,779 7 10,697 6
Core businesses 60,835 41 58,350 38 65,702 37
Brokered home equity discontinued 3,242 2 5,125 3 N/A
Vehicle leases 3,596 2 6,155 4 8,840 5
Home equity discontinued/vehicle leases 6,838 4 11,280 7 8,840 5
Total Retail 67,673 45 69,630 45 74,542 42
Commercial Banking:
Corporate banking:
Commercial and industrial 17,866 12 22,268 14 N/A
Commercial real estate 8,321 6 8,975 6 N/A
Lease financing 4,358 3 4,669 3 N/A
Other 1,014 —_ 731 — N/A
Total corporate
banking 31,559 21 36,643 23 51,700 30
Middle market:
Commercial and industrial 26,983 18 31,076 20 N/A
Commercial real estate 2,318 2 3,472 2 N/A
Lease financing 1,008 1 1,053 1 N/A
Other 27 —_ 294 — N/A
Total middle market 30,336 21 35,895 23 36,159 21
Total Commercial
Banking 61,895 42 72,538 46 87,859 51
Card Services 11,581 8 6,786 4 4,744 3
IMG and Corporate 6,976 5 7,779 5 7,106 4
Total $148,125 100% $156,733 100%! $174,251 100%

N/A  Not available due to changes in segment composition.
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Loans held for sale, which are classified as loans, are carried at lower of cost or fair value and totaled $6.9 billion, $4.2 billion and
$4.2 billion at December 31, 2002, 2001 and 2000, respectively. At December 31, 2002, loans held for sale included Commercial
Banking loans of $235 million of which approximately $19 million were included in nonperforming loans, and Card Services and other
consumer loans of $6.7 billion.

Prior to 2001, the Corporation’s loan portfolio was divided into commercial, consumer and credit card loan categories as follows:

2000 1999 1998
(Dollars in millions) Amount Percent Amount Percent Amount Percent
Commercial:
Domestic:
Commercial $ 65,270 38%| $ 59,070 36%| $ 53,362 34%
Real estate:
Construction 5,757 3 5,836 4 5,108 3
Other 16,778 10 18,817 11 17,787 12
Lease financing 5,818 3 5,562 3 6,236 4
Foreign 6,837 4 7,067 4 5,945 4
Total commercial 100,460 58 96,352 58 88,438 57
Consumer:
Residential real estate 40,596 23 32,313 20 25,804 17
Automotive-loans/leases 20,741 12 23,567 14 20,634 13
Other 7,710 4 7,608 5 11,488 7
Total consumer 69,047 39 63,488 39 57,926 37
Card Services 4,744 3 4,037 3 9,034 &)
Total $174,251 100%| $163,877 100%| $155,398 100%

Managed Credit Card Receivables
For analytical purposes, the Corporation reports credit card receivables on both a reported basis and a managed basis. Reported credit card receiv-
ables include those receivables held in the portfolio and reported on the balance sheet. Managed credit card receivables include reported credit

card receivables, receivables sold to investors through securitization and retained interests (see page 74 for discussion of “Loan Securitizations”).

The following table shows the average managed credit card receivables and the related charge-off and delinquency rates for the

years ended:

December 31, 2002 2001 2000
(Dollars in millions)
Average balances:
Credit card loans $ 9,899 $ 6,884 $ 4,754
Credit card receivables transferred to trusts 57,969 58,563 61,424
Total average managed credit card receivables 67,868 65,447 66,178
Total net charge-offs (including securitizations) S 3,632 $ 3,823 $ 3,584
Net charge-offs/average total receivables 5.35% 5.84% 5.42%
Card Services delinquency rate at period end:
30+ days 4.02% 4.46% 4.51%
90+ days 1.80% 1.93% 2.02%

The decrease in the managed net charge-off rate to 5.35% in
2002 from 5.84% in 2001 reflected management’s continued
emphasis on prudent credit risk management including disci-
plined underwriting and account management practices targeted
to the prime and super prime credit sectors. Nationally, con-
sumers filed for bankruptcy in 2002 in much higher numbers
than in any prior year. Credit risk management tools used to man-
age the level and volatility of losses for credit card accounts have
been continually updated, and, where appropriate, these tools
were adjusted to reduce credit risk in 2002 and beyond. The man-
aged credit card portfolio continues to reflect a well-seasoned
portfolio that has good national geographic diversification.
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Future charge-offs in the credit card portfolio and overall
credit quality are subject to uncertainties, which may cause actual
results to differ from current and historic performance. This could
include the direction and level of loan delinquencies, changes in
consumer behavior, bankruptcy trends, portfolio seasoning, inter-
est rate movements, and portfolio mix, among other things. While
current economic and credit data suggests that credit quality will
not significantly deteriorate, significant deterioration in the gen-
eral economy could materially change these expectations.



Retail

The retail loan portfolio primarily consists of loans secured by
real estate as well as vehicle loans and leases, and provides broad
diversification of risk from both a product and geographic per-
spective. Average loan balances for 2002 were $67.7 billion. The
Corporation continues to effectively enhance the composition of
loans in the portfolio by emphasizing loans to prime credit qual-
ity prospects. During 2002, the Corporation continued to
de-emphasize vehicle leasing and significantly refocused its indi-
rect real estate lending involving loans sourced through brokers.
New loans originated in 2002 on average reflect higher credit
quality consistent with management’s focus on the prime credit
market segment. The net charge-off rate for retail loans in 2002,
however, was 1.36%, an increase of 22 basis points from 2001.
The increase in part reflected higher loss severity on vehicle loans
due to price weakness in the secondary market for used vehicles,
increased consumer bankruptcies and higher losses from discon-
tinued segments of the broker home equity portfolio.

Future retail portfolio charge-offs and credit quality are sub-
ject to uncertainties which may cause actual results to differ from
current anticipated performance, including the direction and level
of loan delinquencies, changes in consumer behavior, bankruptcy
trends, portfolio seasoning, interest rate movements and portfo-
lio mix among other things.

The Corporation continues to proactively manage its retail
credit operation even in difficult economic conditions. Ongoing
efforts include continual review and enhancement of credit under-
writing criteria, rationalization of the number and quality of
third-party loan originators (i.e., brokers and correspondents)
and refinement of pricing and risk management models.

Commercial Banking

Commercial Banking loans decreased by $10.6 billion, or 15%,
between December 31, 2001, and December 31, 2002, primarily
due to a planned and managed reduction of the corporate banking
portfolio. Nonperforming Commercial Banking loans decreased
by $253 million, or 12%, to $1.9 billion at December 31, 2002, as
compared to $2.1 billion at December 31, 2001, primarily driven
by improvement in corporate banking. Commercial Banking’s net
charge-offs in 2002 were $994 million, or 1.51% of average loans,
compared with $1.0 billion of net charge-offs, or 1.30% of average
loans, in 2001.

Management believes that actions taken over the past two
years have led to an overall improvement in both the corporate
banking and middle market credit portfolios. These actions, includ-
ing the deliberate reductions in the loan portfolio, are essentially
complete. The Corporation remains increasingly comfortable with
its ability to better control, manage and underwrite risk in a con-
sistent and disciplined manner. In spite of this improvement, future
charge-offs and credit quality in the Commercial Banking portfo-
lio are subject to uncertainties that may cause actual results to differ
from historical experience or forecasted results, including the state
of the economy and its impact on individual industries, commer-
cial real estate values, interest rate movements and portfolio mix,
among other things.

Commercial and Industrial Loans
Commercial and industrial loans represent commercial loans other
than commercial real estate. At December 31, 2002, commercial
and industrial loans totaled $44.8 billion, which represents 73%
of the Commercial Banking portfolio.

The more significant industry concentrations of the
Commercial Banking commercial and industrial portfolio for the
year ended December 31, 2002 are as follows:

2002
(Dollars in millions) Outstanding Percent”
Motor vehicles and
parts/auto related $ 3,990 8.9%
Wholesale trade 3,558 7.9
Oil and gas 3,069 6.8
Industrial materials 2,471 5.5
Business finance and leasing 2,222 5.0
Other @ 29,539 65.9
Total $44,849 100%
(1) Total outstanding by industry concentration as a percentage of total
commercial and industrial loans.
(2) Presented for informational purposes and includes 36 industry concentrations
including telephone, wireless and cable of $557 million (or 1.2% of the total

portfolio).

Commercial Real Estate

Commercial real estate loans represent credit extended for real
estate-related purposes to borrowers or counterparties who are
primarily in the real estate development or investment business
and for which the primary source of repayment of the loan is
from the sale, lease, rental, management, operations or refinanc-
ing of the property.

Commercial real estate lending is conducted in several lines
of business with the majority of these loans originated by corpo-
rate banking primarily through its specialized National
Commercial Real Estate Group. This group’s focus is lending to
targeted regional and national real estate developers and home-
builders. As of December 31, 2002, National Commercial Real
Estate Group’s loan outstandings totaled $8.3 billion or 78% of
the commerecial real estate portfolio.

At December 31, 2002 and 2001, commercial real estate
loans totaled $10.6 billion and $12.4 billion, or 17% and 18% of
Commercial Banking loans, respectively. During 2002 and 2001,
net charge-offs in the commercial real estate portfolio segment
were $46 million and $14 million, respectively. Nonperforming
commercial real estate assets, including other real estate owned,
totaled $212 million, or 2.0% of related assets, at December 31,
2002. As of December 31, 2001, nonperforming commercial real
estate assets, including other real estate owned, totaled $199 mil-
lion, or 1.6% of related assets.
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The commercial real estate loan portfolio by both collateral

location and property type as of December 31, 2002 are as follows:

(Dollars in millions) Outstanding
Percent of
By Collateral Location: Amount Portfolio
Michigan $ 1,118 11%
California 1,109 10
Illinois 1,088 10
Ohio 848 8
Texas 824 8
Arizona 741 7
Louisiana 376 3
Kentucky 369 3
Indiana 363 3
Colorado 288 3
Other areas 1,563 15
Unsecured 1,341 13
Secured by other than
commercial real estate 611 6
Total $10,639 100%
Percent of
By Property Type: Amount Portfolio
Apartment $ 1,854 17%
Retail 1,762 17
Office 1,738 16
Industrial/warehouse 1,161 11
Single family
residential development 1,137 11
Hotels 560 5
Residential lots 543 5
Miscellaneous commercial
income producing 1,758 17
Miscellaneous residential
developments 126 1
Total $10,639 100%

ASSET QUALITY

In 2001, the Corporation changed its loan composition method-

ology to a line of business approach, dividing the loan portfolio

into Retail, Commercial Banking, Card Services, and other lines of

business. The Corporation has presented 2000 information under

both the “old” and “new” compositions, but has not presented 1999

and 1998 under the “new” composition as it would be impractical

to reclassify those periods using the new methodologies.

66 BANK ONE 2002 ANNUAL REPORT

Nonperforming Assets

The Corporation places loans on nonaccrual status as follows:

Retail consumer loans are placed on nonaccrual status when the
collection of contractual principal or interest becomes 90 days
past due. Accrued but uncollected interest and fee income are
reversed and charged against interest income when the con-
sumer loan is placed on nonaccrual status. Subsequent cash
collections are recognized as interest income unless the con-
sumer loan is subsequently charged-off, in which case cash
collections are recognized as recoveries.

Commercial Banking and Retail small business commercial
loans are placed on nonaccrual status when the collection of
contractual principal or interest is deemed doubtful, or it
becomes 90 days or more past due and is not both well-secured
and in the process of collection. Accrued but uncollected inter-
est and fee income are reversed and charged against interest
income when placed on nonaccrual status. Cash interest pay-
ments received are recognized either as interest income or as a
reduction of principal when collection of principal is doubtful.
The loan is returned to accrual status only when all of the prin-
cipal and interest amounts contractually due are reasonably
assured within a reasonable time frame and when the borrower
has demonstrated payment performance.

Credit card receivables are charged-off rather than placed on

nonaccrual status.

The Corporation’s nonperforming assets for the years ended

December 31 are as follows:

(Dollars in millions) 2002 2001 2000
Nonperforming Loans:
Retail $1,331 $1,344 $ 911
Commercial Banking:
Corporate banking 873 1,154 1,065
Middle market
banking 1,001 973 459
Total Commercial
Banking 1,874 2,127 1,524
IMG and Corporate 71 80 40
Total M@ 3,276 3,551 2,475
Other, including other
real estate owned 251 137 98
Total nonperforming
assets $3,527 $3,688 $2,573
Nonperforming assets
to related assets © 2.38% 2.35% 1.48%
Loans 90-days or
more past due and
accruing interest:
Card Services $ 160 $ 96 $ 57
Other 1 1 5
Total $ 161 $ 97 $ 62

m

2)

@)

Nonperforming loans at December 31, 2002, include $22 million of loans held
for sale. For December 31, 2001 and 2000, there were no nonperforming
loans included in held for sale.

The amount of interest on nonperforming loans that was contractually due in
2002 totaled $281 million. Of this amount, $111 million was actually recorded
in 2002.

Related assets consist of loans outstanding, including loans held for sale, and
other real estate owned.



Prior to 2001, the Corporation’s nonperforming assets as of
December 31 were:

(Dollars in millions) 2000 1999 1998
Nonperforming Loans:
Commercial $1,761 $1,053 $ 729
Consumer 714 506 478
Total 2,475 1,559 1,207
Other, including other
real estate owned 98 106 90
Total nonperforming
assets $2,573 $1,665 $1,297
Nonperforming assets
to related assets " 1.48% 1.02%
Loans 90-days or
more past due and
accruing interest:
Card Services $ 57 S 76 $ 161
Other 5 50 78
Total $ 62 $ 126 $ 239

m

Related assets consist of loans outstanding, including loans held for sale, and
other real estate owned.

Credit quality improved in 2002 as nonperforming assets
declined $161 million from the prior year. In Commercial
Banking, nonperforming loans declined $253 million from the
prior year. These declines are a result of risk management actions
including: loan sales, distressed portfolio sales, and ongoing review
of individual credits. The Corporation has established processes
for identifying potential problem areas of the portfolio, which
currently include exposure to energy, auto-related, airlines and
telecommunications. The Corporation will continue to monitor
and manage these potential risks, however, concerns remain due
to the uncertain economic environment and the potential effect
they may have on future credit quality.

Nonperforming loans within Retail at December 31, 2002,
were $1.3 billion, a decrease of $13 million. This decrease was
primarily driven by discontinued segments of the brokered home

equity business. Home equity loans are written down to net real-
izable value once a loan reaches 120 days delinquency. However,
due to the time necessary to complete foreclosure and acquire
title, real estate loans remain in nonperforming status for an
extended period.

Charge-offs
The Corporation records charge-offs as follows:

* Commercial loans are charged-off in the reporting period in
which either an event occurs that confirms the existence of a
loss or it is determined that a loan or a portion of a loan is
uncollectible.

0.83% ° A credit card loan is charged-off in the month it becomes con-

tractually 180 days past due and remains unpaid at the end of
that month, or 60 days after receipt of bankruptcy notifica-
tion. Interest on credit card loans is accrued until the loan is
charged-off. All interest and fees on loans greater than 90 days
delinquent are fully reserved for. At the time of charge-off,
accrued but uncollected finance charges and fee income are
reversed and charged against interest income and credit card
revenue, respectively. Subsequent cash collections are recorded
as recoveries. Beginning in 2003, recoveries of previously
reversed interest income related to charged off loans are
recorded as interest income.

* Retail loans are generally charged-off following a delinquency
period of 120 days, or within 60 days for unsecured Retail
loans after receipt of notification in case of bankruptcy. Closed-
end consumer loans, such as auto loans and leases and home
mortgage loans, are typically written down to the extent of loss
after considering the net realizable value of the collateral.

The timing and amount of the charge-off on consumer loans
will depend on the type of loan, giving consideration to available
collateral, as well as the circumstances giving rise to the delin-
quency. The Corporation adheres to uniform guidelines published
by the FFIEC in charging off consumer loans.

The Corporation’s net charge-offs for the years ended December 31 are as follows:

2002 2001 2000

Net Net Net Net Net Net

charge- | Average | charge- charge- Average charge- charge- Average charge-

(Dollars in millions) offs | balance off rate offs balance off rate offs balance off rate
Retail S 919 |$ 67,671 1.36% $ 820 | $ 72,149 1.14% $ 542 |'$ 72,282 0.75%

Commercial Banking:
Corporate banking 639 32,973 1.94 638 43,495 1.47 435 53,343 0.81
Middle market banking 355 32,996 1.08 404 36,910 1.09 127 34,528 0.37
Total Commercial

Banking 994 65,969 1.51 1,042 80,405 1.30 562 87,871 0.64

Card Services 514 9,899 5.19 392 6,884 5.69 247 4,754 5.20

IMG and Corporate 38 7,266 —_ 34 7,616 — 40 6,861 —
Total $2,465 |$150,805 1.63% $2,288 | $167,054 1.37% $1,391 | $171,768 0.81%
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Net charge-offs increased 8% during 2002 to $2.5 billion from
the prior year reflecting higher charge-offs in nearly all lines of
business. The net charge-off rate increased to 1.63% in 2002 ver-
sus 1.37% in 2001.

Retail net charge-offs for 2002 totaled $919 million, up
from $820 million in 2001. Several factors contributed to these
increased losses including: increased consumer bankruptcies;
increased severity per default involving auto loans and leases tied
to weaker market prices for repossessed vehicles; and high losses
on discontinued brokered home equity loans.

For a discussion of Commercial Banking net charge-offs see
“Commercial Banking” on page 65.

Card Services net charge-offs for 2002 totaled $514 million,
up from $392 million pimarily as a result of growth in the port-
folio.

Loan Sales

A summary of the Corporation’s Commercial Banking loan sales,
excluding syndications, and syndication-related activity and trade
finance transactions, for the years indicated are as follows:

(In millions) 2002 2001
Loans sold and loans transferred
to loans held for sale: "
Nonperforming loans $ 508 $ 582
Other loans with
credit related losses 670 487
Other loans 852 1,148
Total $2,030 $2,217
Impact of sales, transfers to loans held
for sale and valuation adjustments
on held for sale:
Charge-offs on loans sold and
transferred to held for sale:
Nonperforming loans S 92 $ 124
Other loans with
credit related losses 42 92
Total charge-offs to allowance 134 216
Losses on loans sold
and held for sale 35 43
Total S 169 $ 259
(1) December 31, 2002 data includes loans reclassified to loans held for sale that

are not yet sold of approximately $19 million, $148 million and $68 million in
nonperforming loans, other loans with credit related losses and other loans,
respectively.
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The Corporation sells Commercial Banking loans in the nor-
mal course of its business activities as one alternative to manage
credit risk. These loans are subject to the Corporation’s overall risk
management practices. When a loan is sold or transferred to held
for sale, the gain or loss is evaluated to determine whether it
resulted from credit deterioration or other conditions. Based upon
this evaluation, losses resulting from credit deterioration are
recorded as charge-offs. Losses or gains deemed to be from other
than credit deterioration are recorded as losses or gains on sale.
Subsequent writedowns in fair value on loans held for sale are
reflected in other noninterest income.

Loans classified as held for sale are carried at the lower of cost
or market value. Accordingly, these loans are no longer included
in the evaluation of the adequacy of the allowance for credit losses.

ALLOWANCE FOR CREDIT LOSSES

The allowance for credit losses is maintained at a level that in
management’s judgment is adequate to provide for estimated
probable credit losses inherent in various on- and off-balance
sheet financial instruments. This process includes deriving
expected loss estimates that are based on historical loss ratios,
portfolio stress testing and managements judgment. The
allowance is based on ranges of estimates and is intended to be
adequate but not excessive. Each quarter, an allowance level is
estimated by each line of business and reviewed by corporate risk
management and senior management. The allowance for credit
losses also includes provisions for losses on loans considered
impaired and measured pursuant to Statement of Financial
Accounting Standards (“SFAS”) No. 114, “Accounting by
Creditors for Impairment of a Loan,” (see Note 8 “Loans” on
page 92). Securitized loans and loans held for sale, including
credit card receivables, are not subject to this process.

Corporate risk management recommends an allowance and
provision for credit losses that result in adequate coverage of inher-
ent losses within the Corporation’s credit portfolios. Corporate
risk management’s assessment is based on line of business tests,
portfolio-level modeling and stress testing, as well as management’s
judgment. Corporate risk management also utilizes third-party
benchmarks to validate internal measures of probability of default,

loss given default, credit quality and allowance adequacy.



The changes in the Corporation’s allowance for credit losses for the years ended December 31 are as follows:

(In millions) 2002 2001 2000
Balance, beginning of year $4,528 $4,110 $2,285
Charge-offs:
Retail:
Small business commercial 105 92 66
Home equity 292 230 196
Vehicle 288 220 201
Other personal 135 151 149
Core businesses 820 693 612
Brokered home equity discontinued 162 172 N/A
Vehicle leases 96 127 91
Home equity discontinued/vehicle leases 258 299 91
Total consumer 973 900 637
Total Retail 1,078 992 703
Commercial Banking:
Corporate Banking:
Commercial and industrial 541 689 N/A
Commercial real estate 35 15 N/A
Lease financing 135 16 N/A
Total corporate banking 711 720 469
Middle market:
Commercial and industrial 377 418 N/A
Commercial real estate 21 8 N/A
Lease financing 30 36 N/A
Total middle market 428 462 157
Total Commercial Banking 1,139 1,182 626
Card Services 565 415 261
IMG and Corporate 47 41 77
Total charge-offs 2,829 2,630 1,667
Recoveries:
Retail:
Small business commercial 20 22 22
Home equity 32 20 15
Vehicle 60 66 63
Other personal 26 29 40
Core businesses 138 137 140
Brokered home equity discontinued 4 7 N/A
Vehicle leases 17 28 21
Home equity discontinued/vehicle leases 21 35 21
Total consumer 139 150 139
Total Retail 159 172 161
Commercial Banking:
Corporate banking:
Commercial and industrial 66 74 N/A
Commercial real estate 6 8 N/A
Lease financing — — N/A
Total corporate banking 72 82 36
Middle market:
Commercial and industrial 65 49 N/A
Commercial real estate 4 1 N/A
Lease financing 4 8 N/A
Total middle market 73 58 28
Total Commercial Banking 145 140 64
Card Services 51 23 14
IMG and Corporate 9 7 37
Total recoveries 364 342 276
Net charge-offs:
Retail 919 820 542
Commercial Banking 994 1,042 562
Card Services 514 392 247
IMG and Corporate 38 34 40
Total net charge-offs 2,465 2,288 1,391
Provision for credit losses 2,487 2,510 3,398
Transfers!” (25) 196 (182)
Balance, end of year $4,525 $4,528 $4,110

N/A  Not available due to changes in segment composition.

(M Transfers to the allowance for credit losses in 2001 primarily represent the addition of the Wachovia credit card portfolio. Transfers from the allowance for credit losses for

2000 primarily represent allocable credit allowances associated with consumer loan sale transactions, including securitization transactions.
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For analytical purposes, using the previous methodology for portfolio segmentation, summarized below are the changes in the

allowance for credit loss for the years ended December 31:

(In millions) 2000 1999 1998
Balance, beginning of year $2,285 $2,271 $2,817
Charge-offs:
Commercial:
Domestic:
Commercial 618 325 222
Real estate:
Construction 8 5 3
Other 11 27 25
Lease financing 7 12 20
Foreign 64 41 52
Total commercial 708 410 322
Consumer:
Residential real estate 230 189 74
Automotive:
Loans 215 256 220
Leases 91 87 61
Other 162 203 246
Total consumer 698 735 601
Card Services 261 386 1,022
Total charge-offs 1,667 1,531 1,945
Recoveries:
Commercial:
Domestic:
Commercial 98 70 68
Real estate:
Construction 1 6 3
Other 4 25 23
Lease financing 1 2 5
Foreign 7 1 1
Total commercial 111 104 100
Consumer:
Residential real estate 17 12 11
Automotive:
Loans 69 82 92
Leases 21 23 21
Other 44 60 64
Total consumer 151 177 188
Card Services 14 44 159
Total recoveries 276 325 447
Net charge-offs:
Commerical 597 306 222
Consumer 547 558 413
Card Services 247 342 863
Total net charge-offs 1,391 1,206 1,498
Provision for credit losses 3,398 1,249 1,408
Transfers " (182) (29) (456)
Balance, end of year $4,110 $2,285 $2,271
(1) Transfers from the allowance for credit losses primarily represent allocable credit allowances associated with consumer loan sale transactions, including securitization trans-

actions.
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Composition of Allowance for Credit Losses

While the allowance for credit losses is available to absorb credit losses in the entire portfolio, allocations of the allowance for credit

losses by line of business as of December 31 are as follows:

2002 2001 2000
(Dollars in millions) Amount Percent Amount Percent Amount Percent
Retail $1,018 22% $1,027 23% $ 836 20%
Commercial Banking:
Corporate banking 1,706 38 1,714 38 1,699 41
Middle market 1,365 30 1,365 30 1,355 33
Total Commercial Banking 3,071 68 3,079 68 3,054 74
Card Services 396 9 396 8 197 5
IMG and Corporate 40 1 26 1 23 1
Total $4,525 100% $4,528 100% $4,110 100%

For analytical purposes using the previous methodology for portfolio segmentation, an allocation of the allowance for credit losses

by loan type as of December 31 follows:

2000 1999 1998

(Dollars in millions) Amount Percent Amount Percent Amount Percent
Commercial $3,199 78% $ 972 43% $ 834 37%
Consumer 714 17 486 21 440 19
Card Services 197 5 148 6 199 9
Unallocated — — 679 30 798 35

Total $4,110 100% $2,285 100% $2,271 100%
(1) Includes allowance related to Business and Community Banking loans, which are included in the Retail business segment results.

Components of Allowance for Credit Losses
The Corporation determines allowance levels based upon the
probable losses in the credit portfolios. Several methodologies are
employed for estimating probable losses. A detailed discussion of
the process is presented beginning on page 57.

The table below presents the components of the probable
loss estimate as of December 31:

(In millions) 2002 2001
Asset specific S 678 $ 731
Expected loss 2,810 3,167
Stress 1,037 630

Total M $4,525 $4,528
(1) The underlying assumptions, estimates and assessments made by management

to determine the components of the allowance for credit losses are continually
evaluated by management and updated to reflect management’s judgments
regarding economic conditions and various relevant factors impacting credit
quality and inherent losses.

The December 31, 2002 allowance for credit losses remained
relatively unchanged; however, due to decreases in nonperforming
loans and asset levels, coverage ratios improved. The allowance for
credit losses at December 31, 2002 represented 3.20% of period-end
loans and 139% of nonperforming loans, compared to 2.97% and
128%, respectively, at December 31, 2001. The asset-specific and
expected loss components of the allowance for credit losses decreased
from prior year reflecting some improvement in credit quality.
However, this was offset by an increase in the stress component of the
allowance for credit losses reflecting management’s ongoing assess-
ment and outlook of the probable losses inherent in the portfolio
resulting from the overall economic environment. The allowance
for credit losses established for specifically identified off-balance
sheet lending exposures was not material at December 31, 2002.

As a result of significant deterioration in certain components
of the commercial loan portfolio, the allowance for credit losses
was increased to $4.1 billion at December 31, 2000. The major-
ity of the increase in the allowance occurred in the fourth quarter
of 2000 as the Corporation identified an increase in the losses
inherent in the portfolio not yet realized. During 2001, increases
in both charge-offs and nonperforming loans occurred as net
charge-offs increased from $1.4 billion in 2000 to $2.3 billion in
2001, and nonperforming loans increased from $2.5 billion at
December 31, 2000 to $3.6 billion at December 31, 2001. While
credit deterioration occurred during 2000, necessitating the
increase in the allowance for credit losses, its impact on delin-
quencies and charge-offs on the commercial loan portfolio was
realized in subsequent periods. While the calculated coverage
ratios for 2001 declined in comparison to 2000, the decline was

a result of the lagging nature of charge-offs.

Portfolio Stress-Tests

Stress testing is performed on all significant portfolios to simulate
the effect of economic deterioration on credit performance. Stress
testing the portfolios provides management with a range of loss
estimates that incorporates the Corporation’s historical loss expe-
rience and the reserve impact of events that have occurred, but
that have not been reflected in either the historical expected loss
factors or the currently assigned risk ratings.

Stress testing of the commercial portfolio is accomplished
using a framework developed to test expected default factors and
loss given default estimates and to test the effect of downgrades to
exposures in identified high-risk industries. This process includes:
establishing a base case scenario using three alternative market
probability sets and an estimated loss given default probability
to measure the impact on reserves; determining the effect of apply-
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ing a higher loss given default probability to the base case to take
into consideration the variability of historical loss rates over the
business cycle; and estimating trend-based reserves in high-risk
industries that may not be fully reflected in the historically based
loss factors, using market-based tools and information as well as
sanctioned macroeconomic forecasts.

Stress testing the consumer portfolios, including credit card,
is accomplished in part by analyzing the 5-year historical loss
experience for each major product segment. Management ana-
lyzes the range of credit loss experienced for each major portfolio
segment taking into account economic cycles, portfolio seasoning,
underwriting criteria, and then formulates a stress test range
that incorporates relevant risk factors that can impact overall
credit performance.

DERIVATIVE FINANCIAL INSTRUMENTS

In the normal course of business, the Corporation uses a variety
of derivative financial instruments in its trading activity and asset
and liability management, and to a lesser extent, in its mortgage
operations and to manage certain currency translation exposures
of foreign entities.

Effective January 1, 2001, the Corporation adopted SFAS
No. 133, “Accounting for Derivative Instruments and Hedging
Activities” (“SFAS No. 133”), as amended. This standard signif-
icantly changed the accounting treatment for interest rate and
foreign exchange derivatives the Corporation uses in its derivative
activity. As required by SFAS No. 133, all derivative instruments
are carried at fair value irrespective of the purpose for entering into
the contracts (i.e., trading, hedging, etc). Purchased option con-
tracts are reported in derivative product assets, and written option
contracts are reported in derivative product liabilities. For other
derivative financial instruments, unrealized gains are reported in
derivative product assets, and unrealized losses are reported in
derivative product liabilities. However, fair value amounts recog-
nized for derivative financial instruments executed with the same
counterparty under a legally enforceable master netting arrange-
ment are reported on a net basis. Cash flows from derivative
financial instruments are reported net as operating activities in the
statement of cash flows.

Trading Derivative Instruments

Derivative financial instruments used in trading activities include
swaps, forwards, futures, options, and other conditional or
exchange contracts in the interest rate, foreign exchange, equity
and commodity markets. The estimated fair values are based on
quoted market prices or valuation models using current market
information. Realized and unrealized gains and losses, including
any interest income or expense on derivative instruments, are
recorded in noninterest income as trading.
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The Corporation uses credit derivatives (primarily single
name credit default swaps) and short bond positions, as protection
against the deterioration of credit quality on commercial loans
and loan commitments. The change in fair value of credit deriv-
ative instruments is included in trading results in the
Corporation’s financial statements, while any credit assessment
change in the identified commercial credit exposure is reflected as
a change in the allocated credit reserves. At December 31, 2002,
the notional amount of credit derivatives economically hedging
commercial credit exposure totaled $7.3 billion, and related trad-

ing income was $42 million.

Asset and Liability Management Hedging Derivative
Instruments

Derivatives are an integral component of the Corporation’s
asset/liability management activities and associated management
of interest rate risk. In general, the assets and liabilities generated
through the ordinary course of business activities do not naturally
create offsetting positions with respect to repricing, basis or matu-
rity characteristics. Using derivative instruments, principally plain
vanilla interest rate swaps (ALM swaps), interest rate sensitivity is
adjusted to maintain the desired interest rate risk profile. Interest
rate swaps used to adjust the interest rate sensitivity of certain
interest-bearing assets and liabilities will not need to be replaced
at maturity, since the corresponding asset or liability will mature
along with the interest rate swap.

Derivative financial instruments used in hedging activities are
designated as fair value hedges, cash flow hedges, or hedges of net
investments in foreign operations, and are required to meet specific cri-
teria. The instruments used in fair value hedges and cash flow hedges
are principally interest rate swaps. Such interest rate swaps are desig-
nated as a hedge, and adjust effectively the interest rate sensitivity of
specific assets and liabilities. Interest rate swaps not designated as a
qualified hedge are treated as trading derivative instruments.

Interest rate swaps designated as an interest rate related hedge
of an existing fixed rate asset or liability are fair value type hedges.
Conversely, interest rate swaps designated as an interest rate hedge
of an existing variable rate asset or liability are cash flow type
hedges. The risk characteristics of the item being hedged generally
determine the type of hedge for accounting purposes. Maximizing
hedge effectiveness is the primary consideration in choosing the
specific asset, liability or forecasted transaction to be hedged.

Fair Value Hedges

Fair value hedges primarily represent hedges of fixed rate interest-
bearing instruments. The change in fair value of both the hedging
derivative and hedged item is recorded in current earnings. If a
hedge is dedesignated prior to maturity, previous adjustments to
the carrying value of the hedged item are recognized in earnings
to match the earnings recognition pattern of the hedged item
(e.g., level yield amortization if hedging an interest-bearing
instrument that has not been sold or extinguished).



Cash Flow Hedges

Cash flow hedges primarily represent hedges of variable rate inter-
est-bearing instruments. The effective portion of the change in
fair value of the hedging derivative is recorded in Accumulated
Other Adjustments to Stockholders” Equity (“AOASE”), which is
reclassified into earnings in a manner consistent with the earnings
pattern of the underlying hedged instrument or transaction. At
December 31, 2002, the total amount of such reclassification into
earnings is projected to be a decrease in net interest income of
$323 million after-tax ($510 million pre-tax) over the next twelve
months. This decrease, along with the contractual interest on the
underlying variable rate debt, achieves the overall intended result
of converting the variable rate to a specified fixed rate and is
included in our analysis of interest rate exposure. These projections
involve the use of currently forecasted interest rates over the next
twelve months. These rates, and the resulting reclassifications into
earnings, are subject to change. The maximum length of time is 27
months for which exposure to the variability of future cash flows
for forecasted transactions is hedged. No events occurred in 2002
that impacted earnings from the discontinuance of cash flow
hedges due to the determination that a forecasted transaction is no
longer likely to occur.

Interest income or expense on most hedging derivatives used
to manage interest rate exposure is recorded on an accrual basis as
an adjustment to the yield of the designated hedged exposures
over the periods covered by the contracts. This matches the
income recognition treatment of that exposure, generally assets or
liabilities carried at historical cost, with interest recorded on an

accrual basis. If all or part of a designated hedged position is ter-
minated (e.g., a hedged asset is sold or prepaid), or if the amount
of an anticipated transaction is likely to be less than originally
expected, then the related pro rata portion of any unrecognized
gain or loss on the derivative is recognized in earnings at that
time, and the related pro rata portion of the derivative is subse-
quently accounted for as a trading instrument.

Hedges entered into by the Corporation are regularly mon-
itored to verify that the hedge continues to be effective in
offsetting changes in fair value or cash flows of the risk being
hedged. In the event that hedges cease to be effective, hedge
accounting is discontinued. Amounts previously recognized as
adjustments to the carrying value of the hedged item (in a fair
value hedge), and accumulated in AOASE (in a cash flow hedge)
are subsequently recognized in earnings when the previously
hedged item affects earnings.

The amount of hedge ineffectiveness recognized for cash
flow and fair value hedges for the twelve months ended December
31, 2002 and 2001, was a gain of $2 million and $14 million,
respectively, recognized in noninterest income. No component
of a hedging derivative instrument’s gain or loss is excluded from
the assessment of hedge effectiveness. The Corporation has no
non-derivative instruments designated as a hedge.

Asset and Liability Management Swaps —

Maturities and Rates

The notional amounts, maturity, and weighted-average pay and
receive rates for the ALM swap position at December 31, 2002,
are summarized as follows:

(Dollars in millions) 2003 2004 2005 2006 2007 Thereafter Total
Receive fixed/pay floating swaps:"
Notional amount $ 225 5 — 5 — 5 — 5 — $2,475 $ 2,700
Weighted average:
Receive rate 3.13% —% —% —% —% 6.22% 5.96%
Pay rate 1.43 — — — — 1.74 1.72
Pay fixed/receive floating swaps:"
Notional amount $1,310 $2,970 $9,582 $2,895 $1,821 $ 50 $18,628
Weighted average:
Receive rate 1.67% 1.63% 1.36% 1.46% 1.53% 1.78% 1.46%
Pay rate 6.93 3.67 4.19 4.77 3.69 7.71 4.35
Total notional amount $1,535 $2,970 $9,582 $2,895 $1,821 $2,525 $21,328
(1) Variable interest rates — which generally are the one-month, three-month and six-month London interbank offered rates (“LIBOR”) in effect on the date of repricing.

Mortgage Banking Hedging Activity

The Corporation uses derivatives, primarily mortgage backed secu-
rity forward sale agreements, to hedge exposure to changes in interest
rates in its mortgage loan origination and sale activity. Changes in
fair value of mortgage loan interest rate lock commitments granted
to customers and the related derivative contracts used to economi-
cally hedge this exposure are recorded in other noninterest income.
In contrast, fair value hedge accounting, as described above, is used
to account for the derivatives entered into to hedge the 15 and 30
year closed loan warehouse that is held for sale. Changes in fair value
of derivatives used to economically hedge the adjustable rate closed
loan warchouse are also recorded in other noninterest income.

Hedges of Non-U.S Dollar Net Investment in Foreign Operations
In order to minimize the capital impact of translation gains or
losses measured on an after-tax basis, the Corporation uses for-
ward foreign exchange contracts to hedge the exposure relating to
non-U.S. dollar net investments in foreign operations. The effec-
tive portion of the change in fair value of the hedging derivatives
is recorded in AOASE as part of the cumulative translation adjust-
ment. The amount of after-tax gains included in the cumulative
translation adjustment during the years ended December 31,
2002 and 2001, related to hedges of the foreign currency expo-
sures of net investments in foreign operations, totaled $9 million
and $6 million, respectively.
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Credit Exposure Resulting from Derivative Financial
Instruments

The credit risk associated with exchange-traded derivative finan-
cial instruments is limited to the relevant clearinghouse. Written
options do not expose the Corporation to credit risk, except to the
extent of the underlying risk in a financial instrument that the
Corporation may be obligated to acquire under certain written put
options. Written caps and floors do not expose the Corporation to
credit risk.

Credit exposure from derivative financial instruments arises
from the risk of a counterparty default on the derivative contract.
The amount of loss created by the default is the replacement cost
or current positive fair value of the defaulted contract. The
Corporation utilizes master netting agreements whenever possible
to reduce its credit exposure from counterparty defaults. These
agreements allow the netting of contracts with unrealized losses
against contracts with unrealized gains to the same counterparty,
in the event of a counterparty default.

The impact of these master netting agreements at December
31 follows:

(In millions) 2002 2001
Gross replacement cost $22,066 $12,262
Less: Adjustment due to
master netting agreements 17,793 9,037
Balance sheet credit exposure $ 4,273 $ 3,225

LOAN SECURITIZATIONS AND
OFF-BALANCE SHEET ACTIVITIES

Loan Securitizations

The Corporation transforms loans into securities that are sold to
investors through the process of securitization. The Corporation
primarily securitizes credit card receivables and home equity loans
and consumer assets. In a credit card securitization, a designated
pool of credit card receivables is removed from the balance sheet
and transferred to a QSPE, that in turn sells securities to investors
entitling them to receive specified cash flows during the life of the
security. The proceeds from the issuance of securities are then dis-
tributed by the QSPE to the Corporation as consideration for the
loans transferred. Following a securitization, the Corporation
receives fees for servicing the receivables and any excess finance
charges, yield-related and other fees, and interchange revenue on
the receivables over and above the interest paid to the investors, net
credit losses and servicing fees (collectively termed “the excess
spread”). At the date of sale an interest-only strip is recorded on the
balance sheet representing the estimated discounted excess spread
earned on the assets sold over the life of underlying receivables.
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The Corporation’s continued involvement in the securitized
assets includes the process of managing and servicing the trans-
ferred receivables, as well as maintaining an undivided, pro rata
interest in all credit card receivables that have been securitized,
referred to as seller’s interest, which is generally equal to the pool
of assets included in the securitization less the investors” portion of
those assets. The Corporation’s seller’s interest ranks pari-passu
with the investors’ interests in the trusts. As the amount of the
loans in the securitized pool fluctuates due to customer payments,
purchases, cash advances, and credit losses, the carrying amount of
the seller’s interest will vary. However, the seller’s interest is required
to be maintained at a minimum level to ensure receivables are
available for allocation to the investor’s interest. This minimum
level is generally between 4% and 7% of the QSPEs principal
receivables. The Corporation’s credit card seller’s interests were in
aggregate 45% and 38% of the QSPEs principal receivables at
December 31, 2002, and 2001, respectively. Average credit card
seller’s interests were approximately 40% and 30% of the QSPEs
average principal receivables for the years ended December 31,
2002, and 2001, respectively.

Investors in the beneficial interests of the securitized loans
have no recourse against the Corporation if cash flows generated
from the securitized loans are inadequate to service the obliga-
tions of the QSPE. To help ensure that adequate funds are available
in the event of a shortfall, the Corporation is required to deposit
funds into cash spread accounts if excess spread falls below certain
minimum levels. Spread accounts are funded from excess spread
that would normally be returned to the Corporation. In addition,
various forms of other credit enhancements are provided to protect
more senior investor interests from loss. Credit enhancements asso-
ciated with credit card securitizations, such as cash collateral or
spread accounts, totaled $145 million and $165 million at December
31, 2002, and 2001, respectively, and are classified on the balance
sheet as other assets at amounts approximating fair value.



The following comprised the Corporation’s managed credit
card loans at December 31:

(In millions) 2002 2001
Owned credit card loans —

held in portfolio $ 7,592 $ 5,040
Owned credit card loans —

held for future securitization 3,989 1,746
Seller’s interest in credit card loans

and accrued interest receivable 28,526 24,019
Total credit card loans

reflected on balance sheet 40,107 30,805
Securities sold to investors and

removed from balance sheet 33,889 37,350
Managed credit card loans $73,996 $68,155

Off-Balance Sheet Activities

In the normal course of business, the Corporation is a party to a
number of activities that contain credit, market and operational
risk that are not reflected in whole or in part in the Corporation’s
consolidated financial statements. Such activities include: tradi-
tional off-balance sheet credit-related financial instruments;
commitments under capital and operating leases and long-term
debt; credit enhancement and liquidity facilities associated with
the commercial paper conduit program; joint venture activities;
and other contractual obligations.

Credit-Related Financial Instruments

The Corporation provides customers with off-balance sheet credit
support through loan commitments, standby letters of credit and
guarantees, as well as commercial letters of credit. Summarized credit-
related financial instruments at December 31, 2002, are as follows:

Amount of Commitment Expiration Per Period

Less Than 1-3 3-5 Over 5
(In billions) Total 1 Year Years Years Years
Unused credit card lines $337.5 $337.5 $ — $— $—
Unused loan commitments 134.8 103.1 22.1 9.3 0.3
Standby letters of credit and foreign office guarantees 24.0 16.3 5.9 1.4 0.4
Commercial letters of credit 0.5 0.5 — — —

Since many of the unused commitments are expected to expire unused or be only partially used, the total amount of unused

commitments in the preceding table does not necessarily represent future cash requirements.

Lease Commitments, Long-Term Debt and Other

The Corporation has entered into a number of long-term leasing arrangements of banking facilities to support the ongoing activities

of the Corporation. The required payments under such commitments and long-term debt at December 31, 2002 are as follows:

2008
(In millions) 2003 2004 2005 2006 2007 and After Total
Long-term debt, including capital leases $7,846 $6,291 $6,622 $6,896 $4,542 $7,722 $39,919
Trust preferred capital securities — — — — — 3,315 3,315
Operating leases 239 228 205 187 160 843 1,862
Total $8,085 $6,519 $6,827 $7,083 $4,702 $11,880 $45,096

Asset Backed Finance Programs

The Corporation is an active participant in the asset-backed secu-
rities business where it helps meet customers’ financing needs by
providing access to the commercial paper markets through special
purpose entities, known as multi-seller conduits. These entities are
separate bankruptcy-remote corporations in the business of pur-
chasing interests in, and making loans secured by, receivable pools
and other financial assets pursuant to agreements with customers.
The entities fund their purchases and loans through the issuance
of highly rated commercial paper. The primary source of repay-
ment of the commercial paper is the cash flow from the pools of

assets. Investors in the commercial paper have no recourse to the
general assets of the Corporation. Customers benefit from such
structured financing transactions as these transactions provide an
ongoing source of asset liquidity, access to the capital markets,
and a potentially favorable cost of financing.

As of December 31, 2002, the Corporation administered
multi-seller conduits with a total program limit of $70.0 billion
and with $39.3 billion in commercial paper outstanding. The
multi-seller conduits were rated A-1 by S & P, P-1 by Moody’s and
F1 or higher by Fitch.
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These multi-seller conduits are a type of variable interest entity
(“VIE”), as defined by Financial Accounting Standards Board
(“FASB”) Interpretation No. 46, “Consolidation of Variable Interest
Entities” (“FIN No. 46”). From the Corporation’s perspective,
these entities have historically met all of the requirements to be
treated as independent entities, which have not been required to be
consolidated. See pages 87-88 for additional discussion. Each of the
multi-seller conduits administered by the Corporation has stand-
alone financial statements, which are independently audited on an
annual basis.

As the
Corporation provides deal origination services, asset portfolio

administrator of the multi-seller conduits,
monitoring, treasury and financial administration services for
these entities. The Corporation structures financing transactions
for customers such that the receivables and other financial instru-
ments financed through the multi-seller conduits are appropriately
diversified and credit enhanced to support the conduits’ com-
mercial paper issuances. The Corporation does not service these
assets and does not transfer its own receivables or other financial
instruments into the multi-seller conduits it administers. Each
conduit has program documents and investment policies, which
govern the types of assets and structures permitted by the conduit.
The mix of assets is principally trade receivables, auto loans and
leases and credit card receivables. Under the program document,
one conduit has publicly rated marketable investment securities.

The commercial paper issued by the conduits is supported by
deal specific credit enhancement, which is generally structured
to cover more than the expected losses on the pool of assets. The
deal specific credit enhancement is typically in the form of over-
collateralization, but may also include any combination of the
following: recourse to the seller or originator, cash collateral
accounts, letters of credit, excess spread, retention of subordi-

nated interests or third-party guarantees. In a limited number of
cases, the Corporation provides the deal specific credit enhance-
ment as a financial arrangement for the customer. As of
December 31, 2002 and 2001, the Corporation provided such
deal specific credit enhancement to customers in the form of sub-
ordinated interests totaling $203 million and $132 million,
respectively. These subordinated interest positions are included in
loans on the Corporation’s balance sheet.

In general, the commercial paper investors have access to a
second loss credit protection in the form of program-wide credit
enhancement. The program-wide credit enhancement consists
of a subordinated term loan from the Corporation and a surety
bond from an AAA rated monoline insurance company. The sub-
ordinated term loans from the Corporation to these entities
totaled $1.0 billion and $1.1 billion as of December 31, 2002 and
2001, respectively. However, one conduit has only deal specific
credit enhancements provided by other financial institutions.

As a means of ensuring timely repayment of the commercial
paper, each asset pool financed by the conduits has a minimum of
100% deal specific liquidity facility associated with it. In the
unlikely event of a disruption in the commercial paper market
or in the event an asset pool is removed from the conduit, the
administrator can draw on the liquidity facility to repay the
maturing commercial paper. The liquidity facilities are typically
in the form of asset purchase agreements and are generally struc-
tured such that the bank liquidity provider is purchasing, or
lending against, a pool of non-defaulted, performing assets.
Additionally, programwide liquidity facilities and lines of credit are
provided by the Corporation to the multi-seller conduits to facil-
itate access to the commercial paper markets.

The following table summarizes the total amount of deal
specific and programwide liquidity facilities, as well as the share
of these facilities provided by the Corporation, for each of the
multi-seller conduits as of December 31, 2002 and 2001:

2002 2001
Liquidity Liquidity
Facility Facility
Total provided Total provided
Liquidity by the Liquidity by the
(Dollars in billions) Facility Corporation Percent Facility Corporation Percent
Total multi-seller conduits $50.6 $41.3 82% $53.5 $41.3 77%
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The Corporation also provides deal specific and program-
wide liquidity facilities to conduits administered by other financial
institutions totaling approximately $6.3 billion and $2.1 billion
as of December 31, 2002 and 2001, respectively.

With the January 2003 issuance of FIN No. 46, the
Corporation is currently in the process of evaluating what entities
will be required to be consolidated. The Corporation believes it is
reasonably possible that the multi-seller conduits and an invest-
ment vehicle as currently structured, for which it is the
administrator will be consolidated. Investors in the multi-seller
conduits have no recourse to the general assets of the Corporation.

Based on information as of December 31, 2002, the expected
impact of FIN No. 46 to the Corporation’s balance sheet would
be to increase both assets and liabilities by approximately $42.8
billion for the multi-seller conduits and an investment vehicle.
Management has estimated its maximum loss exposure to be $130
million. Based on capital ratios as of December 31, 2002, con-
solidation of these entities would affect regulatory risk-based
capital by reducing the Tier 1 risked-based capital ratio from
9.9% to 8.6% and total risked-based capital ratio from 13.7% to
12.1%. The Corporation’s actual capital ratios as of the date of
adoption will depend on the actual level of risk based capital,
which is subject to change from that of December 31, 2002.

Principal Investments and Joint Ventures

In the normal course of business, the Corporation invests in prin-
cipal investments, comprised of indirect investments in private
equity, venture capital, and other equity and debt assets. The
investment strategy for the portfolio, primarily executed by One
Equity Partners (a wholly-owned consolidated subsidiary), is to
focus on direct investments in high potential entities. Investments
made in the past year include stakes in Howaldtswekre-Deutsche
Werft (HDW), the global leader in the design and manufacture of
non-nuclear submarines, and Polaroid, a leader in the instant
imaging industry. Commitments to fund such investments at
December 31, 2002 totaled $1.1 billion.

Beginning January 1, 2002, Paymentech, Inc. and Anexsys,
LLC were consolidated. At December 31, 2002, the Corporation
is not party to any material joint venture arrangements which are
not consolidated.

Loans Sold with Recourse

The Corporation occasionally sells or securitizes loans with lim-
ited recourse. The amount of outstanding loans sold with recourse
totaled $4.7 billion and $8.3 billion at December 31, 2002,
and 2001, respectively. The recourse provisions require the
Corporation to repurchase loans at par plus accrued interest upon
a credit-related triggering event. Exposure to credit losses from
these arrangements has been reduced with the purchase of credit
insurance contracts that cover the majority of expected losses.

CAPITAL MANAGEMENT

The capital position of the Corporation is managed to achieve
management’s external debt rating objectives, comply with regu-
latory requirements and reflect the underlying risks of the
Corporation’s business activities. The Corporation employs an
economic capital framework (described further on page 79) to
facilitate a standard measure of risk and return across all business
units, as well as to provide a measure of capital adequacy consis-
tent with internal risk evaluation practices. This serves as the basis
for capital planning and related management activities.
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Selected Capital Ratios

The Corporation aims to maintain regulatory capital ratios, including those of the principal banking subsidiaries, in excess of the well-

capitalized guidelines under federal banking regulations. The Corporation maintains a well-capitalized regulatory position.

The Corporation’s capital ratios are as follows:

Well-

Capitalized

Regulatory

2002 2001 2000 1999 1998  Guidelines

Risk-based capital ratios:

Tier 1 9.9% 8.6% 7.3% 7.7% 7.9% 6.0%

Total 13.7 12.2 10.8 10.7 11.3 10.0

Leverage ratio 8.9 8.2 7.3 7.7 8.0 N/A

Common equity/assets 8.1 7.5 6.8 7.4 7.8 —

Tangible common equity/tangible reported assets 7.2 6.8 6.3 6.6 6.8 —

Tangible common equity/tangible managed assets 6.4 5.9 5.5 5.7 5.8 —

Double leverage ratio 103 103 108 112 108 —

Dividend payout ratio 30 38 N/M 57 58 —

N/A  Not applicable

(1) The minimum regulatory guideline is 3%.

The components of the Corporation’s regulatory risk-based capital and risk-weighted assets are as follows at December 31:

(In millions) 2002 2001 2000 1999 1998
Regulatory risk-based capital:
Tier 1 capital $ 23,918 $ 21,749 $ 19,824 $ 20,247 $ 19,495
Tier 2 capital 9,201 9,091 9,316 7,967 8,295
Total capital 33,119 30,840 29,140 28,214 27,790
Total risk-weighted assets $241,468 $253,330 $270,182 $263,169 $244,473

In deriving Tier 1 and total capital, goodwill and other nonqualifying intangible assets are deducted as indicated for the years ended

December 31:

(In millions) 2002 2001 2000 1999 1998

Goodwill $1,882 $1,560 $ 858 $ 934 $1,075

Other nonqualifying intangibles 256 207 375 669 637
Subtotal 2,138 1,767 1,233 1,603 1,712

Qualifying intangibles 415 414 214 583 984
Total intangibles $2,553 $2,181 $1,447 $2,186 $2,696

See page 77 for a discussion of the possible impact of consolidation of certain multi-seller conduits to the Corporation’s risk-based

capital ratios under FIN No. 46.
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Dividend Policy

The Corporation’s common stock dividend policy reflects its earn-
ings outlook, desired payout ratios, the need to maintain an
adequate capital level, and alternative investment opportunities.
The common stock dividend payout ratio is currently targeted in
the range of 25% - 30% of earnings over time. Common stock div-
idends declared for 2002 and 2001 were $0.84 per share. On
January 21, 2003, the Corporation declared its quarterly common
cash dividend of $0.21 per share, payable on April 1, 2003.

Double Leverage

Double leverage is the extent to which the Corporation’s resources
are used to finance investments in subsidiaries. Double leverage
was 103% at December 31, 2002, and 2001. Trust Preferred
Capital Securities of $3.3 billion in 2002 and 2001 were included
in capital for purposes of this calculation.

Stock Repurchase Program and Other Capital Activities
On July 16, 2002, the Corporation’s Board of Directors approved
the repurchase of up to $2 billion of the Corporation’s common
stock, replacing the two previous buyback programs announced in
September 2001 and May 1999. The timing of the purchases and
the exact number of shares to be repurchased will depend on mar-
ket conditions. The share repurchase program does not include
specific price targets or timetables and may be suspended at any
time. In 2002, the Corporation purchased 16 million shares of
common stock at an average price of $37.54 per share. There
remains available $1.6 billion of common stock that may be
repurchased under the Board authorization.

On November 1, 2001, the Corporation redeemed all out-
standing preferred stock with cumulative and adjustable
dividends, Series B and C, totaling $190 million. The redemption
price for both of the Series B and C preferred stock was $100.00
per share, plus accrued and unpaid dividends totaling $1.00 per
share and $1.083 per share, respectively.

During 2001, the Corporation added to its Tier 1 capital
through the sponsorship of two trusts that issued $825 million in
aggregate principal amount of trust preferred securities.

During 2001 the Corporation strengthened its capital posi-
tion through the issuance of $750 million of subordinated debt.

Economic Capital
An important aspect of risk management and performance mea-
surement is the ability to evaluate the risk and return of a business
unit, product or customer consistently across all lines of business.
The Corporation’s economic capital framework facilitates this
standard measure of risk and return. Business units are assigned
capital consistent with the underlying risks of their product set,
customer base and delivery channels.

The following principles are inherent in the capital allocation
methodology employed:

* An equal amount of capital is assigned for each measured unit
of risk.

* Risk is defined in terms of “unexpected” losses over the life of
the exposure, measured at a confidence interval consistent with
that level of capitalization necessary to achieve a targeted AA
solvency standard. Unexpected losses are in excess of those nor-
mally incurred and for which reserves are maintained.

* Business units are assessed a uniform charge against allotted
capital, representing a target hurdle rate on equity investments.
Returns on capital in excess of the hurdle rate contribute to
increases in shareholder value.

Four forms of risk are measured — credit, market, opera-
tional and lease residual. Credit risk capital is determined through
an analysis of both historical loss experience and market expecta-
tions. Market risk capital is set consistent with value-at-risk limits
established by the Corporation’s risk oversight committees.
Operational risk capital incorporates event and technology risks.
The operational risk evaluation process involves an examination
of various risk factors that contribute to a greater likelihood of loss
due to such things as fraud or processing error. Finally, lease resid-
ual risk capital covers the potential for losses arising from the
disposition of assets returned at the end of lease contracts. This
price risk is analyzed based upon historical loss experiences and
market factors, as well as by reviewing event-specific scenarios.

The economic capital process provides a valuable analytical
tool that is critical to the understanding of business segment per-
formance trends. The methodologies employed are subject to
ongoing development and review. Over time, the Corporation’s
view of individual risks and associated capital will likely change
given improvements in the Corporation’s ability to quantify risks
inherent in various business activities.

FORWARD-LOOKING STATEMENTS

This discussion of financial results contains forward-looking state-
ments about the Corporation, including descriptions of plans or
objectives of its management for future operations, products or
services, and forecasts of its revenues, earnings or other measures
of economic performance. Forward-looking statements can be
identified by the fact that they do not relate strictly to historical
or current facts. They often include the words “believe,” “expect,”
“anticipate,” “intend,” “plan,” “estimate” or words of similar

<

meaning, or future or conditional verbs such as “will,” “would,”
“should,” “could” or “may.”

Forward-looking statements, by their nature, are subject to
risks and uncertainties. A number of factors — many of which are
beyond the Corporation’s control — could cause actual conditions,
events or results to differ significantly from those described in
the forward-looking statements. Some of these factors include
certain credit, market, operational, liquidity and interest rate risks
associated with the Corporation’s business and operations. Other
factors described in the Corporation’s Form 10-K include changes
in business and economic conditions, competition, fiscal and
monetary policies and legislation.

Forward-looking statements speak only as of the date they are
made. The Corporation does not undertake to update forward-
looking statements to reflect circumstances or events that occur
after the date the forward-looking statements are made or to
reflect the occurrence of unanticipated events, such as further
market deterioration that adversely affects credit quality, auto
lease residuals and credit card asset values.
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CONSOLIDATED BALANCE SHEETS
BANK ONE CORPORATION and Subsidiaries

At December 31, 2002 2001
(Dollars in millions)
Assets
Cash and due from banks $ 17,920 $ 17,383
Interest-bearing due from banks 1,503 1,030
Federal funds sold and securities purchased under resale agreements 17,356 9,347
Trading assets 7,190 6,167
Derivative product assets 4,273 3,225
Investment securities 67,643 60,883
Loans " 148,125 156,733
Allowance for credit losses (4,525) (4,528)
Loans, net 143,600 152,205
Other assets 17,898 18,714
Total assets $277,383 $268,954
Liabilities
Deposits:
Demand S 34,325 $ 32,179
Savings 88,934 80,599
Time:
Under $100,000 16,767 20,106
$100,000 and over 13,745 18,071
Foreign offices 16,237 16,575
Total deposits 170,008 167,530
Federal funds purchased and securities sold under repurchase agreements 14,578 13,728
Other short-term borrowings 12,306 10,255
Long-term debt 39,919 40,103
Guaranteed preferred beneficial interest in the Corporation’s junior subordinated debt 3,315 3,315
Derivative product liabilities 3,838 2,574
Other liabilities 10,979 11,223
Total liabilities 254,943 248,728
Stockholders’ Equity
Common stock ($0.01 par value; authorized 4,000,000,000; issued 1,181,382,304) 12 12
Surplus 10,239 10,311
Retained earnings 13,020 10,707
Accumulated other adjustments to stockholders’ equity (8) (65)
Deferred compensation (157) (121)
Treasury stock, at cost (17,340,948 and 14,415,873 shares, respectively) (666) (618)
Total stockholders’ equity 22,440 20,226
Total liabilities and stockholders’ equity $277,383 $268,954

(1) Includes loans held for sale of $6.9 billion and $4.2 billion at December 31, 2002 and 2001, respectively.

The accompanying notes are an integral part of this statement.
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CONSOLIDATED INCOME STATEMENTS
BANK ONE CORPORATION and Subsidiaries

For The Year Ended December 31, 2002 2001 2000

(In millions, except per share data)
Net Interest Income:

Interest income $13,935 $17,304 $20,078
Interest expense 5,340 8,666 11,242

Total net interest income 8,595 8,638 8,836
Noninterest Income:
Banking fees and commissions 1,775 1,731 1,537
Credit card revenue 3,816 2,775 2,299
Service charges on deposits 1,578 1,449 1,310
Fiduciary and investment management fees 740 754 783
Investment securities gains (losses) 165 (66) (235)
Trading 224 220 134
Other income (losses) (62) 360 (738)

Total noninterest income 8,236 7,223 5,090

Total revenue, net of interest expense 16,831 15,861 13,926
Provision for credit losses 2,487 2,510 3,398
Noninterest Expense:
Salaries and employee benefits 4,465 4,198 4,602
Occupancy 645 686 872
Equipment 426 457 593
Outside service fees and processing 1,303 1,178 1,537
Marketing and development 1,054 862 900
Telecommunication 365 407 411
Other intangible amortization 125 97 410
Goodwill amortization — 69 70
Other expense 1,261 1,246 2,052

Total noninterest expense before merger and

restructuring-related charges (reversals) 9,644 9,200 11,447

Merger and restructuring-related charges (reversals) (63) 351 161

Total noninterest expense 9,581 9,551 11,608
Income (loss) before income taxes (benefit) and

cumulative effect of change in accounting principle 4,763 3,800 (1,080)
Applicable income taxes (benefit) 1,468 1,118 (569)
Income (loss) before cumulative effect of change in accounting principle 3,295 2,682 (511)
Cumulative effect of change in accounting principle, net of taxes of ($25) — (44) —
Net income (loss) $ 3,295 $ 2,638 $ (511)
Net income (loss) attributable to common stockholders’ equity 3,295 2,628 (523)
Earnings (loss) per share before cumulative effect of change in accounting principle:

Basic $ 2.83 $ 2.8 $ (0.45)

Diluted 2.80 2.28 (0.45)
Earnings (loss) per share:

Basic $ 2.83 $ 2.25 $ (0.45)

Diluted 2.80 2.24 (0.45)

The accompanying notes are an integral part of this statement.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS” EQUITY
BANK ONE CORPORATION and Subsidiaries

Accumulated

Other
Adjustments to Total
Preferred Common Retained  Stockholders’ Deferred  Treasury Stockholders’
(In millions) Stock Stock Surplus  Earnings Equity Compensation Stock Equity
Balance-December 31, 1999 $ 190 $12 | $10,799 | $11,037 $(263) $(118) | $(1,567) $20,090
Net loss (511) (511)
Change in fair value,
investment securities-available
for sale, net of taxes 256 256
Translation gain, net of
hedge results and taxes 2 2
Net loss and changes in
accumulated other adjustments
to stockholders’ equity (511) 258 (253)
Cash dividends declared:
Common stock (1,454) (1,454)
Preferred stock (12) (12)
Net issuance of common stock (302) 615 313
Purchase of common stock (17) (17)
Restricted stock awards granted,
net of forfeitures and amortization (34) (34)
Other (10) 31 (19) 2
Balance-December 31, 2000 $ 190 $12 | $10,487 | $ 9,060 $ (5 $(121) | $ (988) $18,635
Net income 2,638 2,638
Change in fair value,
investment securities-available
for sale, net of taxes 93 93
Change in fair value of
cash-flow hedge derivative
securities, net of taxes (146) (146)
Translation loss, net of
hedge results and taxes (7) (7)
Net income and changes in
accumulated other adjustments
to stockholders’ equity 2,638 (60) 2,578
Cash dividends declared:
Common stock (981) (981)
Preferred stock (10) (10)
Net issuance of common stock (179) 448 269
Redemption of stock (190) (190)
Purchase of common stock (78) (78)
Other 3 3
Balance-December 31, 2001 $ — $12 | $10,311 | $10,707 $ (65) $(121) | $ (618) $20,226
Net income 3,295 3,295
Change in fair value,
investment securities-available
for sale, net of taxes 474 474
Change in fair value of
cash-flow hedge derivative
securities, net of taxes (414) (414)
Translation loss, net of
hedge results and taxes (3) (3)
Net income and changes in
accumulated other adjustments
to stockholders’ equity 3,295 57 3,352
Common stock cash dividends declared (982) (982)
Net issuance of common stock (134) (48) (182)
Restricted stock awards granted,
net of forfeitures and amortization (36) (36)
Stock option grants 45 45
Other 17 17
Balance-December 31, 2002 S — $12 | $10,239 | $13,020 $ (8) $(157) |S (666) $22,440

The accompanying notes are an integral part of this statement.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

BANK ONE CORPORATION and Subsidiaries

For The Year Ended December 31, 2002 2001 2000
(In millions)
Cash Flows from Operating Activities:
Net income (loss) $ 3,295 $ 2,638 $ (5171)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 524 571 934
Cumulative effect of accounting change — 69 —
Provision for credit losses 2,487 2,510 3,398
Investment securities (gains) losses, net (165) 66 236
Net increase in net derivative product assets and liabilities (504) (198) (71)
Net (increase) decrease in trading assets (1,021) (3,456) 11,691
Net decrease (increase) in other assets 1,229 213 (655)
Net (decrease) increase in other liabilities (867) 375 1,502
Merger-related and restructuring (reversals) charges (63) 351 161
Other operating adjustments 523 (764) 139
Net cash provided by operating activities 5,438 2,375 16,824
Cash Flows from Investing Activities:
Net (increase) decrease in federal funds sold
and securities purchased under resale agreements (8,010) (4,610) 5,045
Securities available for sale:
Purchases (57,304) (56,088) (72,098)
Maturities 7,193 23,579 17,882
Sales 48,340 23,393 48,960
Credit card receivables securitized 6,775 3,845 —
Net (increase) decrease in loans (4,677) 13,425 (14,903)
Purchase of Wachovia credit card business — (5,776) —
Loan recoveries 364 342 276
Additions to premises and equipment (488) (169) (533)
Proceeds from sales of premises and equipment 53 55 —
All other investing activities, net (257) 383 (1,194)
Net cash used in investing activities (8,011) (1,621) (16,565)
Cash Flows from Financing Activities:
Net increase in deposits 2,590 373 4,681
Net increase (decrease) in federal funds purchased
and securities sold under repurchase agreements 850 1,607 (6,599)
Net increase (decrease) in other short-term borrowings 2,061 (7,757) (3,208)
Proceeds from issuance of long-term debt 8,293 12,466 13,914
Repayment of long-term debt (8,945) (11,347) (9,237)
Repurchase of treasury stock (617) (78) (3)
Cash dividends paid (983) (991) (1,222)
Proceeds from issuance of trust preferred capital securities —_ 825 915
Proceeds from issuance of common and treasury stock 292 191 152
Redemption of preferred stock —_ (190) —
All other financing activities, net 69 19 (19)
Net cash provided by (used in) financing activities 3,610 (4,876) (626)
Effect of exchange rate changes on cash and cash equivalents (27) 34 147
Net increase (decrease) in cash and cash equivalents 1,010 (4,088) (220)
Cash and cash equivalents at beginning of year 18,413 22,501 22,721
Cash and cash equivalents at end of year $ 19,423 $ 18,413 $ 22,501
Other cash flow disclosures:
Interest paid S 5,684 $ 9,221 $10,777
Income taxes paid 1,111 506 371

The accompanying notes are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies
BANK ONE CORPORATION, along with its subsidiaries
(“Bank One” or the “Corporation”), is a financial holding com-
pany that offers a full range of financial services to commercial and
business customers and consumers.

(a) Basis of Presentation
The consolidated financial statements have been prepared in
conformity with generally accepted accounting principles in the
United States of America. Certain prior-year financial statement
information has been reclassified to conform to the current year’s
presentation. The preparation of the consolidated financial state-
ments requires management to make estimates and assumptions
that affect the amounts reported and disclosures of contingent
assets and liabilities. Actual results could differ from those
estimates.

Certain assets and liabilities, primarily derivative assets and
liabilities as well as resale and repurchase agreements, are reported
on a net basis by counterparty if legally enforceable master netting

arrangements are in place.

(b) Principles of Consolidation

The Corporation’s consolidated financial statements include all
accounts of BANK ONE CORPORATION (the “Parent
Company”) and all significant majority-owned subsidiaries with
principal investment subsidiaries following specialized industry
accounting as described below. All significant intercompany
accounts and transactions have been eliminated. Results of oper-
ations of acquired entities are included from the acquisition date,
and assets and liabilities are stated at their estimated fair values at
the acquisition date.

The Corporation is involved with Special Purpose Entities
(“SPEs”) as either a transferor or an administrator. The
Corporation considers the underlying facts and circumstances of
individual transactions when assessing the appropriateness of con-
solidating SPEs. The Corporation’s assessment focuses on its
ability to influence or control a SPE as well as the dispersion of
risk and rewards attributable to a SPE. In cases where the
Corporation transfers financial assets to a SPE, the SPE must rep-
resent a qualifying SPE (“QSPE”) or the Corporation consolidates
the transferred financial assets. QSPE status is achieved when all
conditions specified in SFAS No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of
Liabilities” (“SFAS No. 140”) are met. Those conditions focus
on whether the SPE is demonstrably distinct from the
Corporation, limited to only permitted activities, limited on what
assets the QSPE may hold, and limited on sales or other disposi-
tions of assets. The Corporation has determined that its credit
card trusts are QSPEs, and has obtained supporting legal opinions
as applicable.

As discussed on pages 75-77 the Corporation serves as an
administrator of commercial paper multi-seller conduits. In deter-
mining whether to consolidate the financial assets held by these
SPEs, the Corporation considered qualitative and quantitative fac-
tors of the SPEs that were deemed appropriate prior to the issuance

of new and pending accounting pronouncements. Such factors
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included the purpose and nature of the SPE, the Corporation’s
continuing involvement, any fee arrangements, credit facilities and
other relevant factors. Based on its evaluation of these factors, the
Corporation has determined that none of these SPEs require con-
solidation. However, as described in Note 1(r) “New and Pending
Accounting Pronouncements” it is reasonably possible that these
SPEs will be consolidated effective July 1, 2003 under new
accounting guidance.

The Corporation’s principal investment subsidiaries, sepa-
rate legal entities, have majority equity ownership in investees
that are not consolidated because of specialized industry account-
ing for investment companies which requires fair value
accounting,.

(c) Resale and Repurchase Agreements

Securities purchased under resale agreements and securities sold
under repurchase agreements are treated as collateralized financ-
ing transactions and carried at the amount at which the securities
will be subsequently resold or repurchased, plus accrued interest.

(d) Trading Activities

The Corporation’s trading activities are primarily customer ori-
ented. Securities bought and sold and held principally for
short-term appreciation or other trading purposes and to protect
credit deterioration in the loan portfolio are classified as trading
assets and other short-term borrowings and recorded on a trade
date basis at fair value. Derivative contracts entered into for trad-
ing and economic hedging purposes which do not qualify for
hedge accounting are classified as derivative product assets and
derivative product liabilities, as appropriate. Trading income
includes realized and unrealized gains and losses from trading
positions, including interest income or expense on derivative
instruments. Estimated fair values are based on quoted market
prices or valuation models, which use current market information.
Trading activities involve instruments with interest rate, exchange
rate, equity price, credit and commodity price risk.

(e) Hedging Activities

Hedging derivatives that qualify for hedge accounting are recog-
nized on the balance sheet at fair value as either derivative product
assets or liabilities. Hedge ineffectiveness, if any, is calculated and
recorded in current earnings. See “Derivative Financial
Instruments” beginning on page 72 for detailed information on
the Corporation’s strategy in using derivative instruments in its
asset and liability management and trading activities, as well as the
accounting principles and disclosures for these instruments.

(f) Investment Securities

Debt and equity investment securities designated as available for
sale are carried at fair value, with unrealized gains and losses, net
of taxes, included in accumulated other adjustments to stock-
holders” equity. The estimated fair value of a security is determined
based on market quotations when available or, if not available, by
using a discounted cash flow approach. Realized gains and losses,
including other than temporary impairments, are included in non-
interest income as investment securities gains (losses). The specific
identification method is used to calculate realized gains or losses.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In accordance with Emerging Issues Task Force (EITF) No.
99-20, “Recognition of Interest Income and Impairment on
Purchased and Retained Beneficial Interests in Securitized Financial
Assets,” impairment of certain beneficial interests in securitized
financial assets must be recognized when there has been an adverse
change in estimated cash flows and the asset’s fair value is below its
carrying value. The Corporation recognizes interest income based
on the amount of the excess of estimated cash flows over the
recorded investment in the securitized financial assets. Changes
in estimated cash flows are recognized on a prospective basis. The
Corporation adopted EITF No. 99-20 effective April 1, 2001.
The effect of adoption was a one-time, non-cash charge to earnings
of $44 million after-tax ($69 million pre-tax).

Principal investments are carried at fair value, with unreal-
ized and realized gains and losses included in noninterest income
as investment securities gains (losses). The fair value of a publicly
traded principal investment is determined using quoted market
prices when the investment is unrestricted; otherwise fair value is
estimated using quoted market prices adjusted for market liquidity,
position size and sale restrictions other than time. The fair value
of principal investments that are not publicly traded is estimated
based on the investees’ financial results, conditions and prospects,
values of comparable public companies, market liquidity and sales
restrictions.

(g) Equity and Cost Method Investments

The equity method of accounting is applied to investments that
the Corporation has significant influence over, excluding principal
investments, which typically represents ownership interests
between 20-50% for investments in common stock or when own-
ership interests equals or exceeds 3% for investments in limited
partnerships. The equity method of accounting results in recog-
nition of the Corporation's pro-rata share of investment income
or loss in other noninterest income.

The cost method of accounting is applied to investments
that the Corporation does not have a significant influence over,
excluding principal investments, which typically represent own-
ership interests less than 20% for investments in common stock
or when ownership interests is less than 3% for investments in
limited partnerships. The cost method recognizes income when
dividends are received.

(h) Loans
Loans are recognized at the principal amount outstanding, net
of unearned income and amounts charged off. The recorded
investment in credit card loans also includes unpaid interest and
fees. Unearned income includes deferred loan origination fees
reduced by loan origination costs. Unearned income on loans,
excluding credit card loans, is amortized to interest income over
the life of the related loan using methods which approximate the
effective interest rate method. Unearned income on credit card
loans is typically amortized over one year using a straight-line
method to noninterest income as credit card revenue.

Fees received for providing loan commitments and letters of
credit that result in loans are typically deferred and amortized to
interest income over the life of the related loan, beginning with the

initial borrowing. Fees on commitments and letters of credit are
amortized to noninterest income as banking fees and commissions
over the commitment period when funding is not expected.
Other credit-related fees, including syndication management
fees, are recorded to noninterest income as banking fees and com-
missions when received or over time to match the earnings process.

(i) Lease Financing Receivables

The Corporation typically provides lease financing to its cus-
tomers through direct financing leases. Leveraged leases, which
represent direct financing leases involving nonrecourse debt, also
are provided to customers. Unearned income on a direct financ-
ing lease is amortized to income over the lease term so as to yield
a constant rate of return on the net investment in the lease.
Periodic recognition of lease income on leveraged leases is based
on an analysis of cash flows using the original investment less
deferred taxes arising from the difference between the pretax finan-
cial accounting income and taxable income. Residual values of
leased assets are reviewed at least annually with periodic reviews
performed as warranted by the underlying circumstances. In the
case of automobiles, valuations are based upon various assump-
tions and estimates including the probability of the automobile
being returned to the Corporation, estimated costs incurred to
reduce the number of returned automobiles from the customer,
estimated collectable fees for mileage and other wear and tear,
reconditioning costs, and estimated used car sales prices. Declines
in estimated residual values that are other than temporary are rec-
ognized in the period such determination is made in other
noninterest income.

(i) Loan Sales and Securitizations
Loans held for sale are carried at the lower of cost or market value.
When a loan is sold or transferred to held for sale, the loan’s
carrying value is compared to its fair value and any shortfall in
value that is determined to be credit related is recorded as a charge-
off, reducing the allowance for credit losses. Any shortfall in fair
value other than credit related is recorded as a charge to other
noninterest income. All subsequent net declines in market value of
loans held for sale are recorded to other noninterest income.
With consumer loan portfolio sales, the allocable portion of
the allowance for credit losses adjusts the carrying value of the loan
portfolio and is treated as a transfer out of the allowance for credit
losses. The difference between the portfolio’s carrying value
adjusted for the allocable credit reserves and the net sales
proceeds is recorded as a component of other noninterest income.
The Corporation records a transfer of financial assets as a sale
when it surrenders control over those financial assets to the extent
that consideration other than beneficial interests in the trans-
ferred assets is received in exchange. The Corporation
considers control surrendered when all conditions prescribed by
SFAS No. 140 are met. Those conditions focus on whether the
transferred financial assets are isolated beyond the reach of the
Corporation and its creditors, the constraints on the transferee or
beneficial interest holders, and the Corporation’s rights or oblig-
ations to reacquire transferred financial assets. As appropriate, the
Corporation obtains legal opinions supporting the conclusion that
transferred financial assets are isolated beyond the reach of the
Corporation and its creditors.

BANK ONE 2002 ANNUAL REPORT 85



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(k) Nonperforming Loans

A loan is considered nonperforming when placed on nonaccrual
status, or when renegotiated at terms that represent an economic
concession to the borrower because of a decline in the borrower’s
financial condition. For a more detailed discussion, see the
“Nonperforming Assets” section beginning on page 66. The
Corporation’s charge-off policies are presented on page 67.

(I) Allowance for Credit Losses

Management maintains the allowance for credit losses at a level it
believes is adequate to provide for estimated probable credit losses
inherent in on- and off-balance sheet credit exposure. For a more
detailed discussion, see the “Allowance for Credit Losses” section
beginning on page 68.

(m) Premises and Equipment

Premises and equipment are carried at cost less accumulated
depreciation and amortization. Depreciation and amortization is
computed using the straight-line method over the estimated use-
ful life of the owned asset and, for leasechold improvements, over
the lesser of the remaining term of the leased facility or the esti-
mated economic life of the improvement. For owned and
capitalized assets, estimated useful lives range from three to 30
years. Maintenance and repairs are charged to expense as incurred,
while major improvements are capitalized and amortized to oper-
ating expense over the identified useful life.

(n) Other Real Estate Owned (“OREQ”)

OREO includes real estate assets that have been received in satis-
faction of debt. OREO is initially recorded and subsequently
carried at the lower of cost or fair value less estimated selling
costs. Any valuation adjustments required at the date of transfer
are charged to the allowance for credit losses. Subsequently, unre-
alized losses and realized gains and losses on sale are included in
other noninterest income. Operating results from OREO are
recorded in other noninterest expense.

(o) Credit Card Award Programs

Costs associated with credit card award programs are accounted
for on an accrual basis, and are charged against credit card revenue
in the period in which the related benefits are earned by cus-
tomers. See page 47 for a discussion of risks and uncertainty
associated with an award program.

(p) Income Taxes

Deferred tax assets and liabilities are determined based on tem-
porary differences between the carrying amounts of assets and
liabilities in the consolidated financial statements and their related
tax bases and are measured using the enacted tax rates and laws
that are in effect. The effect on deferred tax assets and liabilities
of a change in rates is recognized as income or expense in the
period in which the change occurs.

(q) Cash Flow Reporting

Cash and cash equivalents consist of cash and due from banks,
whether interest-bearing or not. Net reporting of cash transac-
tions has been used when the balance sheet items consist
predominantly of maturities of three months or less, or where
otherwise permitted. Other items are reported on a gross basis.

(r) New and Pending Accounting Pronouncements

The Corporation adopted in 2002 the following new accounting
pronouncements and will adopt in 2003 the following pending
accounting pronouncements.

Goodwill and Other Intangible Assets
Effective January 1, 2002, the Corporation adopted SFAS No. 142,
“Goodwill and Other Intangible Assets” (“SFAS No. 142”). Under
SFAS No. 142, goodwill and intangible assets with indefinite lives
are no longer amortized, but are subject to impairment tests at least
annually. Intangible assets with finite lives continue to be amortized
over the period the Corporation expects to benefit from such assets
and are periodically reviewed for other than temporary impairment.
The impact of adopting SFAS No. 142 on net income and
earnings per share adjusted to exclude amortization expense (net
of taxes) related to goodwill is as follows:

(In millions, except per share data) 2002 2001 2000
Net income (loss) attributable to common stockholders’ equity"” $3,295 $2,628 $(523)
Goodwill amortization — 44 44
Pro forma net income (loss) attributable to common stockholders’ equity $3,295 $2,672 $ (479)
Basic earnings (loss) per share:

Reported earnings (loss) per share S 2.83 $ 2.25 $(0.45)

Goodwill amortization — 0.04 0.04
Pro forma basic earnings (loss) per share S 2.83 $ 2.29 $(0.471)
Diluted earnings (loss) per share:

Reported earnings (loss) per share S 2.80 $ 2.24 $(0.45)

Goodwill amortization — 0.04 0.04
Pro forma diluted earnings (loss) per share S 2.80 $ 2.28 $(0.471)

(1) Includes the impact of preferred stock dividends of $10 million and $12 million in 2001 and 2000, respectively.
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Stock Options

Effective January 1, 2002, the Corporation adopted the fair value
recognition provisions of SFAS No. 123, “Accounting for Stock-
based Compensation” (“SFAS No. 123”), as amended by SFAS
No. 148, “Accounting for Stock-Based Compensation— Transition
and Disclosure, an amendment to FASB Statement No. 123”
(“SFAS No. 148”), and selected the prospective method of tran-
sition and began recognizing compensation expense based on the
fair value method on newly granted stock awards. Under this
method, compensation cost is measured at the grant date based on
the fair value of the award and is recognized as expense over the
vesting period of the grant. Pursuant to the requirements of SFAS
No. 123, as amended by SFAS No. 148, options granted prior to
January 1, 2002, continue to be accounted for under APB

Opinion No. 25, “Accounting for Stock Issued to Employees”
(“APB No. 257). Under APB No. 25, no compensation expense is
recognized when the exercise price is greater than or equal to the
market price of the underlying common stock on the date of grant.

Awards under the Corporation’s stock compensation plans
vest over periods ranging from two to five years. Therefore, the
expense related to stock option compensation included in the
determination of net income for 2002 is less than that which
would have been recognized if the fair value method had been
applied to all awards since the original effective date of SFAS No.
123. The net income and earnings per share implications if the fair
value method had been applied to all awards which vested during
the years ended December 31, 2002, 2001 and 2000 would have
been as follows:

(In millions, except per share data) 2002 20010 2000
Net income (loss) attributable to common stockholders’ equity? $3,295 $2,628 $(523)
Add: Stock option employee compensation expense included

in reported net income, net of related tax effects 29 — —
Deduct: Total stock option employee compensation expense

determined under the fair value method for all awards vested during the year,

net of related tax effects © 92 222 151
Pro forma net income (loss) attributable to common stockholders’ equity $3,232 $2,406 $(674)
Earnings (loss) per share:

Basic — as reported S 2.83 $ 2.25 $(0.45)

Basic - pro forma 2.78 2.06 (0.58)

Diluted — as reported 2.80 2.24 (0.45)

Diluted — pro forma 2.76 2.05 (0.58)
(1) In 2002, management refined its methodology in estimating pro forma compensation cost. Accordingly, the 2001 and 2000 pro forma compensation cost has been

adjusted for comparability purposes.

(2)  Includes the impact of preferred stock dividends of $10 million and $12 million in 2001 and 2000, respectively.

(3) Stock option awards granted in 1999 and 2000 were fully vested by early 2002.

Costs Associated with Exit or Disposal Activities

In 2002, the FASB issued SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities” (“SFAS No. 146”)
which supercedes EITF No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring).”
SFEAS No. 146 requires that a liability for costs associated with an
exit or disposal activity be recognized when the liability is incurred
rather than when a company commits to such an activity and also
establishes fair value as the objective for initial measurement of the
liability. The Corporation will adopt SFAS No. 146 for exit or dis-
posal activities that are initiated after December 31, 2002, and the
impact of adoption is not expected to have a material impact on the
Corporation’s results of operations, financial position or cash flows.

Accounting and Disclosure Requirements for Guarantees

In 2002, the FASB issued Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others” (“FIN
No. 45”) which requires additional disclosures by a guarantor
about its obligations under certain guarantees that it has issued.
FIN No. 45 also clarifies that a guarantor is required to recognize,
at the inception of a guarantee, a liability for the fair value of the
obligation undertaken in issuing the guarantee. The most signif-
icant instruments impacted for the Corporation are financial and
performance standby letters of credit. The required FIN No. 45
disclosures for 2002 have been incorporated into Note 22

“Financial Instruments with Off-Balance Sheet Risk” that appears
on pages 102—103. The accounting requirements of FIN No. 45
are effective for the Corporation on January 1, 2003, on a
prospective basis. The impact of adoption is not expected to have
a material impact on the Corporation’s results of operations, finan-
cial position or cash flows.

Consolidation of Variable Interest Entities

In 2003, the FASB issued Interpretation No. 46, “Consolidation
of Variable Interest Entities” (“FIN No. 46”) which provides new
accounting guidance on when to consolidate a variable interest
entity. A variable interest entity exists when either the total equity
investment at risk is not sufficient to permit the entity to finance its
activities by itself, or the equity investors lack one of three charac-
teristics associated with owning a controlling financial interest.
Those characteristics include the direct or indirect ability to make
decisions about an entity’s activities through voting rights or sim-
ilar rights, the obligation to absorb the expected losses of an entity
if they occur, and the right to receive the expected residual returns
of the entity if they occur.

FIN No. 46 is effective immediately for new entities that
were created or acquired after January 31, 2003, and will become
effective on July 1, 2003, for entities in which the Corporation
had a variable interest prior to February 1, 2003. The Corporation
plans to adopt FIN No. 46 on a prospective basis and, accordingly,
will not restate prior periods. FIN No. 46 affects the Corporation’s
accounting and reporting for certain SPEs in which the
Corporation is involved.
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The Corporation’s retained interest in its credit card securi-
tizations and its investments in commercial mortgage backed
securities will not be consolidated since both transaction structures
are exempt from the requirements of FIN No. 46.

As discussed on pages 75 — 77, the Corporation is an active
participant in the asset-backed securities business where it helps
meet customers’ financing needs by providing access to the com-
mercial paper markets through SPEs, known as multi-seller
conduits. These multi-seller conduits are a type of variable inter-
est entity (“VIE”), as defined by FIN No. 46. These entities have
historically met the requirements to be treated as independent
entities, which have not been required to be consolidated. With the
January 2003 issuance of FIN No. 46, the Corporation believes it
is reasonably possible that the multi-seller conduits and an invest-
ment vehicle as currently structured, for which it is the
administrator, will be consolidated. Investors in the multi-seller
conduits have no recourse to the general assets of the Corporation.
The Corporation is currently evaluating all variable interests in
variable interest entities.

Based on information as of December 31, 2002, the expected
impact of FIN No. 46 to the Corporation’s balance sheet would be
to increase both assets and liabilities by approximately
$42.8 billion. Any difference between the net amount added to the
balance sheet and the amount of any previously recognized inter-
est in the newly consolidated entities would be recognized as a
cumulative effect of an accounting change. The Corporation is
assessing the impact of adoption, if any. See page 77 for loss expo-
sure and the potential impact on risk-based capital ratios.

Note 2 - Earnings Per Share
Basic EPS is computed by dividing income available to common
stockholders by the average number of common shares outstand-
ing for the period. Except when the effect would be antidilutive,
the diluted EPS calculation includes shares that could be issued
under outstanding stock options and the employee stock pur-
chase plans. In addition, interest on convertible debentures (net
of tax) is added to net income, since this interest would not be
paid if the debentures were converted to common stock.

The computation of basic and diluted earnings per share
follows:

For The Year Ended December 31, 2002 2001 2000
(In millions, except per share data)
Income (loss) before cumulative effect of change in accounting principle $3,295 $2,682 $ (511)
Cumulative effect of change in accounting principle, net of taxes of ($25) — (44) —
Net income (loss) 3,295 2,638 (511)
Preferred stock dividends —_ (10) (12)
Net income (loss) available to common stockholders for basic and diluted EPS $3,295 $2,628 $ (523)
Average shares outstanding 1,162 1,166 1,154
Stock options 10 8 —
Average shares outstanding assuming full dilution 1,172 1,174 1,154
Earnings (loss) per share before cumulative effect of change in accounting principle:

Basic $ 2.83 $ 2.28 $(0.45)

Diluted 2.80 2.28 (0.45)
Earnings (loss) per share:

Basic 2.83 2.25 (0.45)

Diluted 2.80 2.24 (0.45)
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Note 3 - Acquisitions

On July 27, 2001, the Corporation completed its acquisition of the
Wachovia credit card business, including a credit card portfolio
of approximately $7.5 billion consumer credit card receivables.
The acquisition was accounted for under the provisions of SFAS
No. 141 and SFAS No. 142. The first component of the transac-
tion was the primary portfolio of $6.2 billion in receivables of
credit card holders who are not customers of Wachovia’s retail
bank. The second component was the agent bank portfolio com-
prised of credit card holders that were Retail customers of
Wachovia of $1.3 billion. Wachovia retained the right to purchase
the agent bank receivables under certain conditions.

On September 7, 2001, the Corporation announced its
agreement with Wachovia to end the agent bank relationship and
sell back to Wachovia the approximately $1.3 billion of consumer
credit card receivables of customers who also have a Wachovia
retail banking relationship. Under the terms of the agreement,
Wachovia paid a $350 million termination fee and reimbursed the
Corporation for the premium paid on the repurchased receiv-
ables and conversion costs related to the repurchase. The
Corporation accounted for these amounts received from Wachovia
as a reduction of acquisition intangibles.

Note 4 - Restructuring-Related Activity

a) Fourth Quarter 2001 Restructuring-Related Charges

The Corporation recorded restructuring-related charges in the
fourth quarter of 2001 for additional real estate and severance
costs to accomplish more rapid expense reductions, accelerated
systems conversions and other consolidations. Summarized below
are the details of these restructuring-related charges:

Contractual
Obligations
Personnel- and Asset
(In millions) Related Costs  Writedowns Total
December 31, 2001
Reserve balance $76 $ 278 $ 354
Amounts utilized (36) (168) (204)
Reserve adjustments (21) (21) (42)
December 31, 2002
Reserve balance $19 S 89 $ 108

Personnel-related costs initially recorded consisted primarily
of severance costs related to identified staff reductions in the lines
of business totaling approximately 6,900 positions for: the con-
solidation of various telephone banking and related sites and loan
processing locations for Retail; the consolidation of call centers
by Card Services; the closing of certain international locations;
the consolidation of credit processing activities to one primary
loan system for middle market banking; and certain other consol-
idations. At December 31, 2002, approximately 2,700 of these
identified employees have been terminated under these programs,
including 600 of which have future payment obligations of approx-
imately $10 million. During the 2002 second quarter, the reserve
was adjusted for approximately 3,100 employees, primarily in the
Retail and Card Services lines of business, due to changes in attri-
tion and circumstances for elimination under these programs.

Contractual obligations included the estimated costs associ-
ated with lease and other contract termination costs incorporated
in the business restructuring plans. Asset writedowns included
leasehold improvement write-offs related to leased properties fol-
lowing the decision to abandon such facilities, as well as in the case
of fixed assets and capitalized software for which similar decisions
were made.

Actions remaining under this overall restructuring plan are
expected to be completed within approximately six months or
less. Certain contractual payments associated with these actions,
as required, will extend beyond this six month time frame.

b) Second Quarter 2000 Restructuring-Related Activity

Actions under this restructuring plan have been completed, with
only payments of identified obligations remaining, which con-
sist primarily of lease obligations. Unpaid amounts totaled
$41 million as of December 31, 2002, and will be paid as required
over the remaining contractual periods.
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Note 5 - Business Segments
In 2002, certain organizational changes were made involving the
Corporate, Commercial Banking, and Retail lines of business.
The dealer commercial services business was transferred from
Retail to Commercial Banking. National retail lockbox opera-
tions and cash vault services were transferred from Commercial
Banking to Corporate. Results for the prior periods have been
adjusted to reflect these and other insignificant changes to con-
form to the current line of business structure.

The information below is consistent with the content of
business segment data provided to the Corporation’s manage-
ment, which does not use product group revenues to assess

Provision for

consolidated results. Aside from investment management and
insurance products, product offerings are tailored to specific cus-
tomer segments. As a result, the aggregation of product revenues
and related profit measures across lines of business is not available.

Aside from the United States of America, no single country
or geographic region generates a significant portion of the
Corporation’s revenues or assets. In addition, there are no single
customer concentrations of revenue or profitability.

For additional disclosures regarding the Corporation’s seg-
ments see the “Business Segment Results” section beginning on
page 38.

The following table summarizes certain financial information
by line of business for the years indicated:

Identifiable Assets at

Total Revenues-FTE Income Taxes " Net Income (Loss) Period-End
For The Year Ended
December 31, 2002 2001 2000 | 2002 2001 2000 | 2002 2001 2000 | 2002 2001 2000
(In millions, except identifiable
assets in billions)
Retail $ 6,285 $ 6,396 |$ 5445 |$ 754 $ 657 | $207 |$1,390 $1,181 | 367 ($ 71.4 $ 73.6|$ 77.1
Commercial Banking 4,111 4,347 | 4,247 162 251 (181) 617 700 (92)| 93.7 100.7 | 106.6
Card Services 4,864 4,021 | 3,245 741 542 (M| 1,166 907 (1) 45.3 35.3 30.7
Investment Management 1,718 1,686 | 1,570 244 215 186 411 362 322 8.7 8.6 8.1
Corporate (2) (458) (442)| (288) (41¢) (643)| (289)  (468)| (1,107)| 58.3 50.7 46.8
Total before cumulative
effect of change in
accounting principle 16,976 15,992 | 14,065 | 1,613 1,249 (432)| 3,295 2,682 (511)| 277.4 268.9 | 269.3
Cumulative effect of change
in accounting principle,
net of taxes of ($25) —_ (44) —
Total $16,976 $15,992 |$14,065 [$1,613 $1,249 | §(432)|$3,295 $2,638 |$ (511)$277.4 $268.9 | $269.3
(1) Revenue and provision for income tax includes taxable equivalent adjustments of $145 million, $131 million and $138 million for the years ended December 31, 2002,

2001 and 2000, respectively.
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Note 6 - Interest Income and Interest Expense

Details of interest income and expense are as follows:

For The Year Ended December 31, 2002 2001 2000
(In millions)
Interest Income
Loans, including fees $ 9,947 $13,213 $15,214
Bank balances 58 145 503
Federal funds sold and securities purchased under resale agreements 159 418 577
Trading assets 256 309 440
Investment securities 3,515 3,219 3,344
Total interest income 13,935 17,304 20,078
Interest Expense
Deposits 2,719 4,895 6,137
Federal funds purchased and securities sold under repurchase agreements 271 633 1,142
Other short-term borrowings 262 659 1,216
Long-term debt 2,088 2,479 2,747
Total interest expense 5,340 8,666 11,242
Net Interest Income 8,595 8,638 8,836
Provision for credit losses 2,487 2,510 3,398
Net Interest Income After Provison for Credit Losses $ 6,108 $ 6,128 $ 5,438
Note 7 - Investment Securities
A summary of the Corporation’s investment portfolio follows:
Gross Gross Fair
Amortized  Unrealized  Unrealized Value
At December 31, 2002 Cost Gains Losses (Book Value)
(In millions)
U.S. Treasury $ 1,310 S 25 S — $ 1,335
U.S. government agencies 26,419 635 14 27,040
States and political subdivisions 1,116 54 1 1,169
Interests in credit card securitized receivables 28,202 147 —_ 28,349
Other debt securities 4,719 40 14 4,745
Equity securities " 3,406 4 1 3,409
Total available for sale securities $65,172 $905 S 30 $66,047
Principal and other investments @ 1,596
Total investment securities $67,643
At December 31, 2001
(In millions)
U.S. Treasury $ 1,424 $ 30 $ 4 $ 1,450
U.S. government agencies 25,265 113 132 25,246
States and political subdivisions 1,310 28 8 1,330
Interests in credit card securitized receivables 23,998 107 — 24,105
Other debt securities 4,397 24 18 4,403
Equity securities " 2,775 10 15 2,770
Total available for sale securities $59,169 $312 $177 $59,304
Principal and other investments @ 1,579
Total investment securities $60,883
(1) The fair values of certain securities for which market quotations were not available were estimated.
(2)  The fair values of certain securities reflect liquidity adjustments and other market-related factors, and include

investments accounted for at fair value consistent with specialized industry practice.
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For the year ended December 31, 2002, gross recognized gains and losses on the sale of investment securities were $1.3 billion
and $1.1 billion, respectively. For the year ended December 31, 2001, gross recognized gains and losses on investment securities were
$1.0 billion and $1.1 billion, respectively.

As of December 31, 2002, debt investment securities had the following maturity and yield characteristics:

Due in less than Due in 1 year Due in 5 years
1 year through 5 years through 10 years Due after 10 years Total
Amortized Amortized Amortized Amortized Amortized
Cost  Yield Cost  Yield Cost  Yield Cost  Yield Cost  Yield
(Dollars in millions)
U.S. Treasury $ 822 4.13% $ 460 3.69% $ 25 811%| $ 3 9.63%| $ 1,310 4.07%
U.S. government agencies 23 6.61 1,190 2.81 93 5.11 25,113 5.02 26,419  4.92
States and political
subdivisions 124 4.88 253 5.12 280 4.40 459 4.84 1,116 4.80
Other debt securities 25,443 10.93 5,353 7.44 1,347 3.49 778 3.39 32,921 9.88
Total debt securities
-at amortized cost $26,412 10.69% $7,256  6.36% $1,745  3.79%| $26,353 4.97%| $61,766 7.54%
Total debt securities—
-at fair value $26,557 $7,309 $1,785 $26,987 $62,638

The distribution of mortgage-backed securities and collateralized mortgage obligations is based on average expected maturities.
Actual maturities could differ as issuers may have the right to call or prepay obligations.

Note 8 - Loans Loans are net of unearned income of $2.3 billion and
Loan composition by line of business is as follows: $2.7 billion as of December 31, 2002, and 2001, respectively.
At December 31, 2002 2001 Loans held for sale, which are carried at the lower of cost or
(In millions) market value, totaled $6.9 billion and $4.2 billion at December
Retail: 31, 2002, and 2001, respectively.
Small business commercial $ 9,863 $ 9,947 The Corporation’s primary goal in managing credit risk is to
Home equity 28,469 25,143 minimize the impact of default by an individual borrower or
Vehicles 14,012 13,481 . . .
group of borrowers. As a result, the Corporation strives to main-
Other personal 8,491 9,779 . . o . .
tain a loan portfolio that is diverse in terms of loan type, industry,
Core businesses 60,835 58,350 b . .
- . orrower and geographic concentrations. As of December 31,
Brokered home equity discontinued 3,242 5,125 o .
Vehicle leases 3596 6155 2002, and 2001, there were no significant loan concentrations

o . with any single borrower, industry or geographic segment (see
Home equity discontinued/ y sing y or geograp g (

vehicle leases 6,838 11280  Credit Portfolio Composition” on pages 63-66).
Total consumer 57,810 59,683 A loan is considered impaired when it is probable that all prin-
Total Retail 67,673 69 630  cipal and interest amounts due will not be collected in accordance

. . with the loan’s contractual terms. Certain loans, such as loans car-
Commercial Banking:

Corporate banking: ried at the lower of cost or fair value or small-balance homogeneous

Commercial and industrial 17,866 22,268  loans (e.g., credit card, home mortgages and installment credit) are
Commercial real estate 8,321 8,975  exempt from impairment determinations for disclosure purposes.
Lease financing 4,358 4,669 Impaired loans, accordingly, exclude commercial nonaccrual loans
Other 1,014 731 that are held for sale and consumer loans classified as nonaccrual.
Total corporate banking 31,559 36,643 These loans totaled $1.1 billion at December 31, 2002 and 2001.
Middle mark.e § . . Impairment is recognized to the extent that the recorded invest-
Commercial and industrial 26,983 31,076 . . . .
Commercial real estate 2,318 3,472 ment of an impaired loan or pool of loans exceeds its value either
Lease financing 1,008 1,053 based on the loan’s underlying collateral or the calculated present
Other 27 294 value of projected cash flows discounted at the contractual interest
Total middle market 30,336 35,895  rate. Loans having a significant recorded investment are measured on
Total Commercial Banking 61,895 72,538 an individual basis, while loans not having a significant recorded
Card Services 11,581 6.786 investment are grouped and measured on a pool basis.
IMG and Corporate 6,976 7,779
Total loans 148,125 156,733
Less: Allowance for credit losses 4,525 4,528
Total loans, net $143,600 $152,205
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The Corporation’s impaired loan information is as follows:

At December 31, 2002 2001
(In millions)
Impaired loans with

related allowance $2,183 $2,487
Impaired loans with

no related allowance " 1 —
Total impaired loans $2,194 $2,487
Allowance on impaired loans @ 678 731

Maturity Distribution and Interest Rate Sensitivity of Loans

At December 31, 2002 2001 2000
(In millions)
Average balance

of impaired loans $2,462 $2,047 $1,335
Interest income recognized

on impaired loans 40 41 31
(1) Impaired loans for which the discounted cash flows, collateral value or market

price equals or exceeds the carrying value of the loan do not require an
allowance under SFAS No. 114, “Accounting by Creditors for Impairement of
a loan — an amendment of FASB Statements No. 5 and 15.”

(2)  The allowance for impaired loans is included in the Corporation’s overall
allowance for credit losses.

A distribution of the maturity of loans by line of business and, for those loans due after one year, a breakdown between those loans

that have floating interest rates and those that have predetermined interest rates at December 31, 2002, follows:

One Year One to Five Over Five
(In millions) or Less Years Years Total
Retail:
Small business commercial $ 2,865 $ 4,337 $ 2,661 $ 9,863
Home equity 449 827 27,193 28,469
Vehicle 301 9,267 4,444 14,012
Other personal 3,016 1,168 4,307 8,491
Core businesses 6,631 15,599 38,605 60,835
Brokered home equity discontinued 348 9 2,885 3,242
Vehicle leases 1,215 2,381 — 3,596
Brokered home equity discontinued/vehicle leases 1,563 2,390 2,885 6,838
Total Retail 8,194 17,989 41,490 67,673
Commercial Banking:
Corporate banking:
Commercial and industrial 5,167 11,660 1,039 17,866
Commercial real estate 3,920 4,271 130 8,321
Lease financing 217 443 3,698 4,358
Other 1,014 — — 1,014
Middle market:
Commercial and industrial 13,345 11,685 1,953 26,983
Commercial real estate 848 1,283 187 2,318
Lease financing 73 591 344 1,008
Other 27 — — 27
Total Commercial Banking 24,611 29,933 7,351 61,895
Total ™ $32,805 $47,922 $ 48,841 $129,568
Loans with floating interest rates $24,612 $ 13,808 $ 38,420
Loans with predetermined interest rates 23,310 35,033 58,343
Total $47,922 $ 48,841 $ 96,763
(1) Excludes Card Services, Investment Management Group and Corporate lines of business.

Foreign Outstandings

Foreign outstandings include loans, balances with banks, accep-
tances, securities, equity investments, accrued interest, other
monetary assets and current credit exposure on derivative con-
tracts. At year-end 2002, 2001 and 2000, there were no countries
for which cross-border and net local country claims exceeded
1.0% of total assets.

At December 31, 2002, Japan and Germany were the only
countries for which cross-border claims totaled between 0.75%
and 1.0% of total assets. These outstandings totaled $4.5 billion
in aggregate. At December 31, 2001, there were no countries for
which cross-border and net local country claims totaled between
0.75% and 1.0% of total assets. At December 31, 2000, Germany
was the only country for which cross-border and net local coun-
try claims totaled between 0.75% and 1.0% of total assets. These
outstandings amounted to $2.5 billion.
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Note 9 - Credit Card Securitizations

The Corporation transforms a substantial portion of its credit
card receivables into securities, which are sold to investors — a
process referred to as securitization. Securitization impacts the
Corporation’s consolidated balance sheet by removing those credit
card receivables that have been sold and by reclassifying those
credit card receivables whose nature has been transformed but
retained in certificate form (referred to as “seller’s interest”) from
loans to investments. Gain or loss on the sale of the credit card
receivable depends in part on the previous carrying amount of
the financial assets involved in the transfer, allocated between the
assets sold and the retained interests based on their relative fair
value at the date of transfer. Gain or loss on the sale of the credit
card receivables, net of amortization of transaction costs and
amortization from securitization repayments, is reported in secu-
ritization income. Securitization also impacts the Corporation’s
consolidated income statement by reclassifying interest income
and fees, interchange income, credit losses and recoveries related
to securitized receivables as securitization income. Credit card
interest income and fees, interchange income, credit losses and
recoveries related to credit card receivables whose nature has been
retained but converted to certificate form (seller’s interest) are
reclassified as investment income.

During 2002, the Corporation securitized approximately
$6.8 billion in credit card receivables. Maturities of credit card
securitizations during 2002 were $10.2 billion, with an additional
$8.2 billion scheduled for 2003. During 2002 and 2001, the
Corporation recognized $50 million and $62 million, respec-
tively, in net securitization amortization in the consolidated
income statement, including amortization of transaction costs,
as the gain on securitization from new transactions was offset by
amortization as investors in individual series were repaid.

A servicing asset or liability is not recognized in a credit card
securitization (and thus not considered in the gain or loss com-
putation) since the Corporation receives adequate compensation
relative to current market servicing prices to service the receivables
sold. Transaction costs in credit card securitizations are deferred
and amortized over the life of the security as a reduction of non-
interest income.

At December 31, 2002, and 2001, the estimated fair value of
the interest-only strip associated with credit card securitizations
was $205 million and $219 million, respectively, and the
estimated fair value of the seller’s interest was $28.1 billion and
$23.9 billion, respectively. The interest-only strip and seller’s inter-
est are both recorded as investment securities. The investor portion
of accrued interest receivable is recorded in other assets in 2002 and
was $685 million and $810 million at December 31, 2002 and
2001, respectively.

Certain estimates are used in determining the fair value of the
interest-only strip at both the date of securitization and the balance
sheet date, including the excess spread, average receivable lives and
the discount rate. The components of excess spread, which are esti-
mated, include finance charge and fee revenue (excluding
interchange income) generated by the securitized loans in excess
of interest paid to investors, related net credit losses and contractual
servicing fees. The resulting expected cash flows over the average
lives of the receivables are discounted at a rate commensurate with
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the risk of the cash flows to determine the fair value. Such esti-
mates and assumptions are subject to change, and accordingly, the
Corporation may not recover all of the recorded investment of the
interest-only strip (and thus be measured for impairment). The
receivables in each trust have unique attributes and therefore the
interest-only strip related to each trust is evaluated separately. The
seller’s interest resulting from credit card securitizations is recorded
at fair value using a present value approach, with assumptions that
are consistent with the valuation of the interest-only strip

The following represents the Corporation’s key weighted-
average assumptions used to estimate the fair value of the retained
interests relating to credit card securitizations at December 31,
2002, and the pretax sensitivity of the fair values to immediate
10% and 20% adverse changes in these assumptions:

Interest- Total
Only Sellers Retained
(Dollars in millions) Strip!™ Interest? Interests
Receivable Lives: 0.5 years
10% Adverse Change $ 22.1 $ 143 36.4
20% Adverse Change 44.2 28.8 73.0
Excess Spread: 1.22%
10% Adverse Change 22.6 14.7 37.3
20% Adverse Change 45.2 29.4 74.6
Expected Net Credit Losses: © 5.97%
10% Adverse Change 93.3 67.5 160.8
20% Adverse Change 183.9 119.3 303.2
Discount Rate: 10.00%
10% Adverse Change 0.7 0.4 1.1
20% Adverse Change 1.4 0.9 2.3
(1) The effect of adverse changes in key assumptions on the fair value of the
interest-only strip would be recorded in noninterest income.
(2)  The effect of adverse changes in key assumptions on the fair value of the seller’s

interest is recorded in accumulated other adjustments to stockholders’ equity,
net of tax, unless the decline in value is deemed to be other than temporary,
which would result in a charge to noninterest income upon recognition.

(38)  Certain trust legal documents include finance charge and fee revenue reversals
in the definition of net credit losses, resulting in a higher net credit loss rate for
Trust purposes.

The sensitivity analysis illustrates the potential magnitude of
significant adverse changes in key assumptions used in valuing
the retained interests, and thus the potential impact to the
Corporation’s financial position and results of operations.
However, the sensitivities of the fair values of the retained inter-
ests to changes in each key assumption may not be linear.
Furthermore, the sensitivities for each key variable are calculated
independently of changes in the other key variables. Therefore, the
sensitivity analysis does not purport to present the maximum
impairment loss that would result from 10% and 20% adverse
changes in these assumptions. Actual experience observed may
result in changes in multiple key assumptions concurrently, the
magnitude of which on the fair value of the retained interests
would be dependent on the relative change and the direction of
change. In addition, the sensitivity analysis does not give effect to
corrective action that management could and would take to
mitigate the impact of adverse changes in key assumptions. The
asset values of the retained interests are periodically reviewed for
other-than-temporary impairment.

The key weighted-average economic assumptions and ranges
of assumptions used to estimate the fair value of retained interests
at the date of securitization (including transfer of new balances
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under revolving structures) for credit card securitizations occurring
during 2002 were approximately the same as those used to value
the retained interests at December 31, 2002.

Cash flows received from credit card securitization master
trusts (i.e., QSPEs) during the years ended December 31 are as

follows:
(In millions) 2002 2001 2000
Proceeds from reinvestment

in revolving securitizations $60,633 $72,206 $83,469
Proceeds from new

securitizations 6,775 3,845 —
Servicing fees received 505 598 649
Cash flows received

on retained interests 2,586 2,577 2,224
Cash released from

(used to fund) spread

accounts 13 146 (32)
(1) Includes cash flows from interest-only strips as well as interchange fees received

from securitized accounts.

Note 11 - Long-Term Debt

For a detailed discussion of the Corporation’s loan securiti-
zation process for credit card loans, see the “Loan Securitizations”
section beginning on page 74.

Note 10 - Allowance for Credit Losses
Changes in the allowance for credit losses for the years ended
December 31 are as follows:

(In millions) 2002 2001 2000
Balance, beginning of year $ 4,528 $4,110 $ 2,285
Additions (deductions):
Charge-offs (2,829) (2,630) (1,667)
Recoveries 364 342 276
Net charge-offs (2,465) (2,288) (1,391)
Provision for credit losses 2,487 2,510 3,398
Transfers (25) 196 (182)
Balance, end of year $ 4,525 $ 4,528 $ 4,110
(M Transfers to the allowance for credit losses in 2001 primarily represent the addi-

tion of the Wachovia credit card portfolio. Transfers from the allowance for credit
losses for 2000 primarily represent allocable credit allowances associated with
consumer loan sale transactions, including securitization transactions.

Long-term debt consists of borrowings having an original maturity of greater than one year. Original issue discount and deferred

issuance costs are amortized into interest expense over the terms of the related notes. Long-term debt at December 31, 2002 and 2001

is as follows:

(Dollars in millions) Interest Rate Maturities 2002 2001
Parent Company
Senior debt:
Medium-term notes 1.49-7.63%| 2003-2008 $11,973 $14,387
Other — — 6 8
Subordinated debt:
Notes 5.25-10.00%| 2003-2027 7,270 6,920
Floating rate notes Various 2003 150 150
Subsidiaries
Bank notes 1.40-7.93%| 2003-2007 13,866 12,933
Subordinated notes 6.00-8.25%| 2003—-2008 1,590 1,729
Capital leases 4.27-12.60%|2003-2011 73 66
Federal Home Loan Bank Advances 1.35-4.57%| 2005-2007 3,715 2,000
Other 1.00-15.93%| 2003-2018 1,276 1,910
Total long-term debt $39,919 $40,103
Aggregate annual scheduled repayments of long-term debtat  (Dollars in millions) Amount Percent
December 31, 2002 are as follows: Domestic Time Certificates of
(In millions) Total Deposit of $100,000 and Over:
Three months or less $ 3,556 26%
2003 $ 7,846 Over three months to six months 2,317 18
2004 6,291 Over six months to twelve months 1,352 10
2005 6,622 Gyer twelve months 6,265 46
2006 6,896
2007 4,542 T0f0| $]3,490 100%
Thereafter 7,722 Foreign Offices:
Total $39,919 Three months or less $16,061 99%
Over three months to six months 63 —
Over six months to twelve months 82 1
Note 12 - Deposits and Short-Term Borrowings Over twelve months 31 —
Deposits Total $16,237 100%

The maturity distribution of domestic time certificates of deposit
of $100,000 and over and deposits in foreign offices, predomi-
nantly in amounts in excess of $100,000, at December 31, 2002
is as follows:

The Corporation has an aggregate amount of domestic other
time deposits of $100,000 and over of $255 million at December 31,
2002, which primarily mature within three months.
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Short-Term Borrowings

Borrowings with original maturities of one year or less are classified as short-term. The following is a summary of short-term borrowings

for the years ended December 31:

At Year-End For the Year
Highest

Weighted- |Dadaily Average Weighted- Outstandings
(Dollars in millions) Outstanding | Average Rate | Outstandings | Average Rate at Month End
2002:
Federal funds purchased $ 3,833 1.02% $ 4,400 1.63% $ 6,086
Securities sold under repurchase agreements 10,745 1.11 10,548 1.55 12,730
Bank notes 8,519 1.57 4,960 2.11 9,733
Commercial paper 567 1.65 485 2.26 567
Other short-term borrowings 3,220 1.41 3,441 2.61 5,310
Total short-term borrowings $26,884 1.28% $23,834 1.85%""
2001:
Federal funds purchased $ 3,171 1.62% $ 5,121 4.32% $ 6,353
Securities sold under repurchase agreements 10,557 1.43 11,543 3.57 13,386
Bank notes 4,529 3.07 8,267 5.48 13,047
Commercial paper 828 1.58 1,968 4.75 2,634
Other short-term borrowings 4,898 1.60 3,273 3.68 4,629
Total short-term borrowings $23,983 1.83% $30,172 4.31%")
2000:
Federal funds purchased $ 5,253 5.89% $ 6,281 6.13% $ 9,663
Securities sold under repurchase agreements 6,867 6.01 12,680 5.96 17,609
Bank notes 12,426 6.71 12,298 6.50 13,327
Commercial paper 3,048 6.62 3,137 5.94 3,303
Other short-term borrowings 2,529 6.22 3,543 6.27 6,861
Total short-term borrowings $30,123 6.36% $37,939 6.19% ")
(1) The Corporation uses interest rate swaps to hedge certain short-term borrowings in its asset and liability management activities. The overall weighted average rate, includ-

ing the effects of derivative contracts was 2.24%, 4.28% and 6.26% at December 31, 2002, 2001 and 2000, respectively.

Note 13 - Guaranteed Preferred Beneficial Interest in the Corporation’s Junior Subordinated Debt

The Corporation has sponsored ten trusts with a total aggregate issuance outstanding of $3.3 billion at December 31, 2002, in trust

preferred securities as follows:

Trust Preferred

Junior Subordinated Debt Owned by Trust

Initial Initial
Issuance |Liquidation | Distribution | Principal Redeemable
(Dollars in millions) Date Value Rate Amount Maturity Beginning
Capital VI September 28, 2001 $525 7.20% $541.2 October 15, 2031 Qctober 15, 2006
Capital V January 30, 2001 300 8.00% 309.3 January 30, 2031 January 30, 2006
Capital IV August 30, 2000 160 | 3-mo LIBOR 164.9 September 1, 2030 September 1, 2005
plus 1.50%

Capital 1l August 30, 2000 475 8.75% 489.7 September 1, 2030 See (1) below.
Capital Il August 8, 2000 280 8.50% 288.7 August 15, 2030 August 15, 2005
Capital | September 20, 1999 575 8.00% 592.8 September 15, 2029 September 20, 2004
First Chicago

NBD Capital 1 January 31, 1997 250 | 3-mo LIBOR 257.7 February 1, 2027 February 1, 2007

plus 0.55%

First USA

Capital Trust | @ December 20, 1996 200 9.33% 206.2 January 15, 2027 January 15, 2007
First Chicago

NBD Institutional

Capital A December 3, 1996 500 7.95% 515.5 December 1, 2026 December 1, 2006
First Chicago

NBD Institutional

Capital B December 5, 1996 250 7.75% 257.7 December 1, 2026 December 1, 2006
(1) Redeemable at any time subject to approval by the Federal Reserve Board.
(2)  The Corporation paid a premium of $36 million to repurchase $193 million of these securities in 1997.
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These trust preferred securities are tax-advantaged issues that
qualify for Tier 1 capital treatment. Distributions on these secu-
rities are included in interest expense on long-term debt. Each of
the trusts is a statutory business trust organized for the sole
purpose of issuing trust securities and investing the proceeds
thereof in junior subordinated debentures of the Corporation,
the sole asset of each trust. The preferred trust securities of each
trust represent preferred beneficial interests in the assets of the
respective trusts and are subject to mandatory redemption upon
payment of the junior subordinated debentures held by the trust.
The common securities of each trust are wholly-owned by the
Corporation. Each trust’s ability to pay amounts due on the trust
preferred securities is solely dependent upon the Corporation
making payment on the related junior subordinated debentures.
The Corporation’s obligations under the junior subordinated secu-
rities and other relevant trust agreements, in aggregate, constitute
a full and unconditional guarantee by the Corporation of each
respective trust’s obligations under the trust securities issued by
each respective trust. See Note 15 “Dividends and Capital
Restrictions” for discussion of the restrictions on the ability of
the Corporation to obtain funds from its subsidiaries.

Note 14 - Stock Dividends and Preferred Stock

The Corporation is authorized to issue 50 million shares of pre-
ferred stock with a par value of $0.01 per share. On November 1,
2001, the Corporation redeemed all outstanding preferred stock
with cumulative and adjustable dividends, Series B and C, total-
ing $190 million. The redemption price for both the Series B
and C preferred stock was $100 per share, plus accrued and
unpaid dividends totaling $1.00 per share and $1.083 per share,
respectively. At December 31, 2000, the Corporation had out-
standing 1,191,000 and 713,800 shares of Series B and C

preferred stock with a stated value of $100 per share and a carry-
ing value of $119 million and $71 million, respectively. The
dividend rate on each of the cumulative adjustable rate series was
based on a stated value and adjusted quarterly, based on a formula
that considers the interest rates for selected short- and long-term
U.S. Treasury securities prevailing at the time the rate is set.

Note 15 - Dividends and Capital Restrictions

The Corporation’s national bank subsidiaries are subject to statu-
tory limitations on their ability to pay dividends. Dividends
cannot exceed the level of undivided profits. In addition, a
national bank cannot declare a dividend, without regulatory
approval, in an amount in excess of its net income for the current
year and the combined net profits for the preceding two years.
State bank subsidiaries may also be subject to limitations on div-
idend payments.

Based on these statutory requirements, the bank affiliates
could have declared aggregate additional dividends of up to approx-
imately $4.0 billion without regulatory approval at January 1,
2003. The payment of dividends by any bank may also be affected
by other factors, such as the maintenance of adequate capital.

The bank affiliates are subject to various regulatory capital
requirements that require them to maintain minimum ratios of
total and Tier 1 capital to risk-weighted assets and of Tier 1 cap-
ital to average assets. Failure to meet minimum capital
requirements results in certain regulatory actions that could have
a direct material effect on the bank affiliates’ financial statements.
As of December 31, 2002, management believed that each of the
bank affiliates met all applicable capital adequacy requirements
and are correctly categorized as “well capitalized” under the reg-
ulatory framework for prompt corrective action. There are no
conditions or events since that categorization that management
believes have changed the institution’s category.

The actual and required capital amounts and ratios for the Corporation and its principal banking subsidiaries are presented as follows:

Risk- Adjusted Tier 1 Total Tier 1

Tier 1 Total Weighted Average Capital”  Capital”  Leverage?
(Dollars in millions) Capital Capital Assets Assets Ratio Ratio Ratio
December 31, 2002
The Corporation (consolidated) $23,918 $33,119 $241,468 $267,321 9.9% 13.7% 8.9%
Bank One, N.A. (Chicago) 16,888 23,360 173,725 211,067 9.7 13.4 8.0
Bank One, N.A. (Columbus) 3,164 5,162 42,193 57,244 7.5 12.2 5.5
Bank One, Delaware N.A. ® 2,630 2,756 17,748 16,213 14.8 15.5 16.2
December 31, 2001
The Corporation (consolidated) $21,749 $30,840 $253,330 $264,720 8.6% 12.2% 8.2%
Bank One, N.A. (Chicago) ¥ 15,407 22,971 181,450 207,017 8.5 12.7 7.4
Bank One, N.A. (Columbus) 2,915 4,594 42,165 45,286 6.9 10.9 6.4
Bank One, Delaware N.A. ® 2,099 2,253 13,645 14,737 15.4 16.5 14.2
Well capitalized ratios 6.0% 10.0% 5.0% ¢
Minimum capital ratios © 4.0 8.0 3.0
(1) Tier 1 Capital or Total Capital, as applicable, divided by risk-weighted assets. Risk-weighted assets include assets and off-balance sheet positions, weighted

by the type of instruments and the risk weight of the counterparty, collateral, or guarantor.

(2)  Tier 1 Capital divided by adjusted average quarterly assets (net of allowance for loan losses, goodwill and certain intangible assets).

(3) Formerly First USA Bank, N.A.

(4) Restated to show the effect of the 2002 mergers with Bank One, Michigan, Bank One, Indiana, N.A., Bank One, Wisconsin, Bank One, Colorado, N.A.,

Bank One, lllinois, N.A. and American National Bank & Trust.

(5)  As defined by the regulations issued by the Federal Reserve Board, the FDIC and the OCC.

(6)  Represents requirements for bank subsidiaries pursuant to regulations issued under the Federal Deposit Insurance Corporation Improvement Act. There is no
Tier 1 Leverage component in the definition of a well-capitalized bank holding company.

Federal banking law restricts each bank subsidiary from extending credit to the Corporation in excess of 10% of the subsidiary’s

capital stock and surplus, as defined. Any such extensions of credit are subject to strict collateral requirements.
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Note 16 - Supplemental Disclosures for Statements of
Cash Flows
During 2000, the Corporation transferred $6.5 billion of invest-
ment securities available for sale to trading securities. This transfer
was for capital management purposes.

Loans transferred to other real estate owned totaled $414 mil-
lion, $162 million, and $131 million in 2002, 2001, and 2000,
respectively. During 2000, the Corporation recognized several

non-cash charges to earnings for significant items. Several of these
items will not result in future cash outflows while other items rep-
resent future uses of cash. See tables 1 and 2 on pages 52-53 for a
detailed listing of significant items.

Note 17 - Supplemental Disclosures for Accumulated
Other Adjustments to Stockholders’ Equity

Accumulated other adjustments to stockholders’ equity are

as follows:
(In millions) 2002 2001 2000
Fair value adjustment on investment securities—available for sale:
Balance, beginning of year S 78 $ (15) $(2771)
Change in fair value, net of taxes
of $323, $86 and $(6) for the year ended
December 31, 2002, 2001 and 2000, respectively 560 158 (5)
Reclassification adjustment, net of taxes
of $(50), $(38) and $151 for the year ended
December 31, 2002, 2001 and 2000, respectively (86) (65) 261
Balance, end of year 552 78 (15)
Fair value adjustment on derivative instruments—cash flow type hedges:
Balance, beginning of period (146) — —
Transition adjustment at January 1, 2001, net of tax benefit of $56 — (98) —
Net change in fair value associated with
current period hedging activities, net of tax benefits
of $425 and $70 for the year ended
December 31, 2002 and 2001, respectively (711) (139) —
Net reclassification info earnings, net of taxes
of $178 and $49 for the year ended
December 31, 2002 and 2001, respectively 297 91 —
Balance, end of year (560) (146) —
Accumulated translation adjustment:
Balance, beginning of period 3 10 8
Translation gain (loss), net of hedge results and taxes (3) (7) 2
Balance, end of year —_ 3 10
Total accumulated other adjustments to stockholders’ equity S (8) $ (65) $ (5
(1) During 2001, $89 million after-tax of the transition adjustment recorded at January1, 2001, was reclassified into earnings.
Note 18 - Employee Benefits
(a) Pension Plans
The Corporation’s qualified plans’ change in benefit obligation, change in plan assets and funded status are as follows:
(In millions) 2002 2001
Change in benefit obligation:
Benefit obligation, January 1 $2,297 $2,248
Service cost 101 92
Interest cost 166 168
EGTRRA adjustment —_ 7
Actuarial loss 182 108
Benefits paid (327) (326)
Benefit obligation, December 31 $2,419 $2,297
Change in plan assets:
Fair value of plan assets, January 1 $2,747 $3,134
Actual loss on plan assets (219) (114)
Corporation contribution 280 53
Benefits paid (327) (326)
Fair value of plan assets, December 31 $2,481 $2,747
Funded status S 62 $ 450
Unrecognized net actuarial loss 829 156
Unrecognized prior service cost 20 24
Prepaid pension costs, December 31 S 911 $ 630

m

The Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA) contained various provisions relating to the operations of qualified pension plans. Increases to the

benefit limits and the limit on pensionable earnings caused a shift in pension obligation from the non-qualified to the qualified plan.
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Plan assets include approximately 1.0 million shares of the Corporation’s common stock with a fair value of approximately $38 mil-
lion and $40 million at December 31, 2002, and 2001, respectively.

The net periodic pension expense (benefit) for 2002, 2001 and 2000 for the Corporation’s qualified and nonqualified pension
plans is as follows:

(In millions) 2002 2001 2000
Service cost-benefits earned during the period $ 104 $ 96 $110
Inferest cost on benefit obligation 173 177 194
Expected return on plan assets (272) (287) (300)
Amortization of prior service costs 9 8 9
Recognized actuarial (gain) loss 5 (1) (1
Amortization of transition assets — (7) (13)
Net periodic pension expense (benefit) S 19 $ (14) $(11)

The accrued pension cost for the Corporation’s nonqualified supplemental pension plans was $44 million and $39 million at
December 31, 2002, and 2001, respectively. Such plans are unfunded.

The assumptions used in determining the Corporation’s benefit obligation and net periodic pension cost for both qualified and

nonqualified supplemental pension plans are as follows:

For The Year Ended December 31, 2003 2002 2001 2000
Actuarial assumptions:

Weighted-average discount rate for benefit obligation 6.50% " 6.50% 7.00% 7.50%
Weighted-average rate of compensation increase 4.25% 4.25% 4.25% 4.25%
Expected long-term rate of return on plan assets 7.50% 8.50% 9.50% 9.50%

(1) Rate currently expected at December 31, 2003.

(b) Postretirement Benefits Other Than Pensions
The Corporation sponsors postretirement life insurance plans and
provides health care benefits for certain retirees and grandfathered
employees when they retire. The postretirement life insurance
benefit is noncontributory, while the health care benefits
are contributory.

The Corporation’s postretirement benefit plans’ change
in benefit obligation, change in plan assets and funded status
are as follows:

(In millions) 2002 2001
Change in benefit obligation:

Benefit obligation, January 1 $ 233 $ 195
Interest cost 15 14
Actuarial loss 24 48
Benefits paid (20) (24)
Benefit obligation, December 31 $ 252 $ 233
Change in plan assets:

Fair value of plan assets, January 1 s — $ —
Implementation of retiree VEBA 76 —
Actual return on plan assets 6 —
Employer contribution 18 24
Benefits paid (20) (24)
Fair value of plan assets, December 31 $ 80 $ —
Funded status $(172) $(233)

Unrecognized net actuarial loss 85 67

Unrecognized prior service cost (12) (25)
Accrued postretirement costs,
December 31 S (99) $(191)

Net periodic cost for postretirement health care and life insur-
ance benefits during 2002, 2001 and 2000 includes the following:

(In millions) 2002 2001 2000

Interest cost
on accumulated
postretirement
benefit obligation
Amortization of

$15 $14 $13

prior service costs (12)

Expected return
on plan assets

Recognized

(12) (12)
3) — —

actuarial loss
Curtailment — —

Net periodic
postretirement cost

$ 3 $ 2 $ 2

The weighted average discount rate used in determining the
accumulated postretirement benefit obligation was 6.50% at
December 31, 2002, and 7.00% at December 31, 2001.

The expected long-term rate of return on plan assets was 5.40%
in 2002. For measurement purposes, an annual rate of increase of
10.00% was assumed for 2002 in the cost of covered health care ben-
efits; this range was assumed to decrease to 5.00% in the years 2010
and thereafter. These assumptions have a significant effect on the
amounts reported. Accordingly, the effect of a 1.00% change in the
assumed health care cost trend rates is as follows:

(In millions) 1% increase 1% decrease

Effect on 2002 service and

interest cost components $ 1.0 $( 0.9)
Effect on December 31, 2002,

accumulated postretirement

benefit obligation $16.7 $(14.6)
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(c) 401(k) Plan

The Corporation sponsored a 401(k) plan that covered substan-
tially all of its employees. The expense related to this plan was $98
million in 2002, $95 million in 2001 and $137 million in 2000.

Note 19 - Stock-Based Compensation

The Corporation utilizes several types of stock-based awards as
part of its overall compensation program. In addition, the
Corporation provides employees the opportunity to purchase its
shares through its Employee Stock Purchase Plan. The
Corporation’s stock-based compensation plans provide for grant-
ing of awards to purchase or receive common shares and include
limits as to the aggregate number of shares available for grants
and the total number of shares available for grants of stock awards
in any one year. Compensation cost charged against income for
the Corporation’s stock-based compensation plans was $118 mil-
lion for 2002, $70 million for 2001 and $59 million for 2000.

(a) Restricted Shares

Restricted shares granted to key officers of the Corporation require
them to continue employment for a stated number of years from
the grant date before restrictions on the shares lapse. The market
value of the restricted shares as of the date of grant is amortized to

compensation expense as earned over the restriction period.
Holders of restricted stock receive dividends and have the right to
vote the shares.

(b) Stock Options

The Corporation’s stock option plans generally provide that the
exercise price of any stock option may not be less than the closing
price of the common stock on the trading day preceding the date
of grant of the common stock.

Options granted under the Corporation’s stock-based com-
pensation program generally vest ratably over a five-year period
and have a term of ten years. Certain option grants include the
right to receive additional option grants (“reload” or “restorative”
options) in an amount equal to the number of common shares
used to satisfy the exercise price and applicable withholding taxes.
Upon grant, reload options assume the same remaining term as the
related original option and vest six months from the date of grant.

Summarized stock option activity for 2002, 2001 and 2000,
respectively, and details of the Corporation’s stock options out-
standing at December 31, 2002, follows:

2002 2001 2000

Wid. Avg. Wid. Avg. Wid. Avg.
Exercise Exercise Exercise
(Shares in thousands) Shares Price Shares Price Shares Price
Outstanding at January 1 90,482 $35.72 77,315 $34.17 44,630 $40.88
Granted 20,063 40.95 23,573 37.73 42,659 27.25
Exercised (10,223) 26.60 (7,262) 25.09 (2,089) 19.66
Forfeited (4,210) 41.16 (3,144) 36.72 (7,885) 38.56
Outstanding at December 31 96,112 $37.57 90,482 $35.72 77,315 $34.17
Exercisable at December 31 58,037 $36.84 45,525 $36.30 25,503 $36.41

Options Outstanding Options Exercisable
Number Wid. Avg. Wid. Avg. Number Wid. Avg.
(Shares in thousands) Outstanding Exercise Remaining Exercisable Exercise
Range of Exercise Prices Dec. 31, 2002 Price  Contractual Life | Dec. 31, 2002 Price
Less than $20.00 1,220 $16.52 1.3 years 1,220 $16.52
$20.01 - $25.00 2,597 24.54 2.9 2,597 24.54
$25.01 - $30.00 23,932 26.67 12.2 21,952 26.51
$30.01 - $35.00 4,785 32.72 6.2 3,008 32.46
$35.01 - $40.00 26,151 37.88 7.6 9,037 37.87
$40.01 - $45.00 18,385 41.35 9.1 1,181 43.31
$45.01 - $55.00 15,236 49.63 8.9 15,236 49.63
Greater than $55.00 3,806 59.12 5.2 3,806 59.12
Total 96,112 $37.57 8.9 years 58,037 $36.84
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(c) Employee Stock Purchase Plan
The Corporation sponsors an Employee Stock Purchase Plan
designed to encourage employee stock ownership. This plan gener-
ally allows eligible employees to purchase shares of the Corporation’s
common stock at a 15% discount from the market price at the
beginning of an offering or the market price at the end of such offer-
ing, whichever is lower. During the current two-year offering period,
an employee is allowed to make deposits of up to 20% of their earn-
ings (up to a designated maximum) on an annual basis to an
interest-bearing savings account to purchase the number of shares
permissible under the plan. The maximum number of shares each
participant may purchase cannot exceed the contribution limit
divided by the applicable purchase price on the offering date.
Shares purchased by the participant are subject to a one-year
holding period and cannot be sold or transferred for one year

after the purchase date. Upon adoption of SFAS No. 123 in 2002,
the Corporation prospectively recognizes compensation expense
over the offering period equal to the estimated fair value of the
projected shares to be purchased by the employee.

(d) Fair Value of Stock-Based Compensation

The grant date fair values of stock options granted under the
Corporation’s various stock option plans and the Employee Stock
Purchase Plan were estimated using the Black-Scholes option-
pricing model. This model was developed to estimate the fair
value of traded options, which have different characteristics than
employee stock options. In addition, changes to the subjective
input assumptions can result in materially different fair market
value estimates. Therefore, the Black-Scholes model may not nec-
essarily provide a reliable single measure of the fair value of
employee stock options and purchase rights.

Summarized stock-based compensation grants and their related weighted-average grant-date fair values for the years ended

December 31 follows:

2002 2001 2000
Wid. Avg. Wid. Avg. Wid. Avg.
Grant Date Grant Date Grant Date
Number | Fair Value Number Fair Value Number Fair Value
(Shares in thousands) of Shares | Per Share of Shares Per Share of Shares Per Share
Stock option plans 20,063 $12.68 23,573 $13.34 42,659 $ 9.80
Restricted shares 3,488 37.68 2,065 37.68 4,517 27.85
Employee Stock Purchase Plan 3,300" 11.48 2,483 9.68 2,122 3.27

U]

Estimated number of shares that employees would purchase under the 2002 plan.

The following assumptions were used to determine the Black-Scholes weighted-average grant date fair value of options granted

during 2002, 2001 and 2000:

Stock Option Plans

Employee Stock Purchase Plans

Weighted-Average Assumptions: 2002 2001 2000 2002 2001 2000
Expected dividend yield 1.97% 2.29% 4.29% 2.18% 2.30% 2.58%
Expected volatility 35.84 36.85 42.29 32.46 33.80 39.63
Risk-free interest rate 4.34 5.02 6.43 2.75 2.61 6.22
Expected life (in years) 4.88 4.64 9.26 1.98 1.50 0.50

Note 20 - Income Taxes

The components of total applicable income tax expense (benefit) in the consolidated income statement for the years ended

December 31 follows:

(In millions) 2002 2001 2000
Income tax expense:
Current:
Federal $1,208 $ 797 $ 571
Foreign 7 11 32
State 144 115 26
Total 1,359 923 629
Deferred:
Federal 138 194 (1,151)
Foreign 1 5 (7)
State (30) (4) (40)
Total 109 195 (1,198)
Applicable income
taxes (benefit) $1,468 $1,118 $ (569)

The tax effects of fair value adjustments on securities available for sale, foreign currency translation adjustments and certain tax

benefits related to stock options are recorded directly to stockholders” equity. The net tax (benefit) charge recorded directly to stock-
holders’ equity was $(28) million in 2002, $(47) million in 2001 and $107 million in 2000.

BANK ONE 2002 ANNUAL REPORT 101



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A reconciliation of expected income tax expense at the federal statutory rate of 35% to the Corporation’s applicable income tax

expense (benefit) and effective tax rate follows:

(Dollars in millions) 2002 2001 2000
Statutory tax rate $1,667 35.0% $1,330 35.0% $(378) 35.0%
Increase (decrease) resulting from:
State income taxes,
net of federal income tax benefit 74 1.6 72 1.9 (4) 0.3
Tax-exempt interest (50) (1.1) (56) (1.5) (57) 5.3
Tax credits (287) (6.1) (231) (6.1) (179) 16.6
Goodwill — — 23 0.6 25 (2.3)
Cash surrender value of life insurance (54) (1.1) (57) (1.5) (56) 5.2
Other, net 118 2.5 37 1.0 80 (7.4)
Applicable income taxes (benefit) $1,468 30.8% $1,118 29.4% $(569) 52.7%

A net deferred tax liability is included in other liabilities in
the consolidated balance sheet as a result of temporary differences
between the carrying amounts of assets and liabilities in the con-
solidated financial statements and their related tax bases. The
components of the net deferred tax liability for the years ended
December 31 follows:

(In millions) 2002 2001
Deferred tax liabilities:
Deferred income on lease financing $4,042 $4,242
Prepaid pension costs 315 216
Deferred fee income 461 333
Other 176 198
Gross deferred tax liabilities 4,994 4,989
Deferred tax assets:
Allowance for credit losses 1,691 1,744
Purchased intangibles 289 227
Deferred compensation 257 302
Other 678 812
Gross deferred tax assets 2,915 3,085
Net deferred tax liability $2,079 $1,904

As of December 31, 2002, the Corporation has foreign tax
credit carryforwards totaling $33 million. These credits will expire
after 2005 if not used. Management believes that it is more likely
than not that these credits will be used within the carryforward

period.

Note 21 - Lease Commitments
The Corporation has entered into a number of operating lease
agreements for premises and equipment. The minimum annual

rental commitments under these leases are as follows:

(In millions)

2003 $ 239
2004 228
2005 205
2006 187
2007 160
2008 and thereafter 843

Total $1,862

Rental income from premises leased to others in the amount
of $78 million in 2002, $77 million in 2001, and $80 million in
2000 has reduced occupancy expense. Rental expense under oper-
ating leases approximated $328 million in 2002, $332 million
in 2001, and $384 million in 2000.
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Note 22 - Financial Instruments with

Off-Balance Sheet Risk

In the normal course of business, the Corporation is a party to
financial instruments containing credit and/or market risks that
are not required to be reflected in the balance sheet. These finan-
cial instruments are primarily credit-related instruments. The
Corporation has risk management policies to identify, monitor
and limit exposure to credit, liquidity and market risks.

The following disclosures represent the Corporation’s credit
exposure, assuming that every counterparty to financial instru-
ments with off-balance sheet credit risk fails to perform completely
according to the terms of the contracts, and that the collateral and
other security, if any, proves to be of no value to the Corporation.

This note does not address the amount of market losses the
Corporation would incur if future changes in market prices make
financial instruments with off-balance sheet market risk less valu-
able or more onerous. For a more detailed discussion of
off-balance sheet activities see the “Off-Balance Sheet Activities”
section beginning on page 75.

(a) Collateral and Other Security Arrangements

The credit risk of both on- and off-balance sheet financial instru-
ments varies based on many factors, including the value of
collateral held and other security arrangements. To mitigate credit
risk, the Corporation generally determines the need for specific
covenant, guarantee and collateral requirements on a case-by-case
basis, depending on the nature of the financial instrument and the
customer’s creditworthiness. The Corporation may also receive
comfort letters and oral assurances. The amount and type of col-
lateral held to reduce credit risk varies but may include real estate,
machinery, equipment, inventory and accounts receivable, as well
as cash on deposit, stocks, bonds and other marketable securities
that are generally held in the Corporation’s possession or at
another appropriate custodian or depository. This collateral is val-
ued and inspected on a regular basis to ensure both its existence
and adequacy. Additional collateral is requested when appropriate.
Credit derivatives and credit insurance have also been purchased
to further reduce the credit risk inherent in these contracts.
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(b) Credit-Related Financial Instruments
Summarized credit-related financial instruments, including both
commitments to extend credit and letters of credit are as follows:

For The Year Ended December 31, 2002 2001
(In billions)

Unused credit card lines $337.5 $299.3
Unused loan commitments 134.8 148.2
Commercial letters of credit 0.5 0.6

Since many of the unused commitments are expected to
expire unused or be only partially used, the total amount of
unused commitments in the preceding table does not necessarily
represent future cash requirements.

Credit card lines allow customers to use a credit card to buy
goods or services and to obtain cash advances. However, the
Corporation has the right to change or terminate any terms or

conditions of a customer’s credit card account, upon notification
to the customer. Loan commitments are agreements to make
or acquire a loan or lease as long as the agreed-upon terms
(e.g., expiry, covenants or notice) are met. The Corporation’s com-
mitments to purchase or extend loans help its customers meet
their liquidity needs.

Commercial letters of credit are issued or confirmed to
ensure payment of customers’ payables or receivables in short-
term international trade transactions. Generally, drafts will be
drawn when the underlying transaction is consummated as
intended. However, the short-term nature of this instrument
serves to mitigate the risk associated with these contracts.

(c) Financial Guarantees
The following is a summary of instruments that are considered
financial guarantees in accordance with FIN No. 45:

At December 31, 2002 2001
Contract Carrying Contract Carrying

(In billions) Amount Value® Amount Value®
Standby letters of credit and

foreign office guarantees "% $24.0 $0.2 $19.4 $0.2
Loans sold with recourse 4.7 — 8.3 —
Swap guarantees 0.2 — 0.2 —
Asset purchase agreements® 2.5 —_ 2.6 —
(1) The contract amount of financial standby letters of credit and foreign office guarantees and performance standby letters of credit and foreign office guarantees totaled

$20.4 billion and $3.6 billion and $15.6 billion and $3.8 billion at December 31, 2002 and 2001, respectively.
(2) Includes $7.1 billion at December 31, 2002, and $3.4 billion at December 31, 2001, participated to other institutions.

(3)  The carrying value of financial guarantees includes amounts deferred and recognized in income over the life of the contract and amounts accrued for inherent losses in
accordance with FASB Statement No. 5, “Accounting for Contingencies” (“FAS No. 5”). These amounts are generally reported in other liabilities, except the FAS No. 5 com-
ponent related to standby letters of credit that is reported in the allowance for credit losses. See page 68, “Allowance for Credit Losses”, for more information.

(4) Certain asset purchase agreements entered into in conjunction with the Corporation’s asset backed finance conduit programs qualify as financial guarantees under this new
accounting guidance due to the specific structure of certain of these agreements. For additional discussion of the asset purchase agreements and the related off-balance

sheet exposures, see pages 75-77.

Standby letters of credit and foreign office guarantees are
issued in connection with agreements made by customers to coun-
terparties. If the customer fails to comply with the agreement, the
counterparty may enforce the standby letter of credit or foreign
office guarantee as a remedy. Credit risk arises from the possibility
that the customer may not be able to repay the Corporation for
standby letters of credit or foreign office guarantees.

The Corporation occasionally sells or securitizes loans with
limited recourse. The recourse provisions require the Corporation
to repurchase loans at par plus accrued interest upon a credit-
related triggering event. Exposure to credit losses from these
arrangements has been reduced with the purchase of credit insur-
ance contracts that cover the majority of expected losses. Although
expected losses are covered by insurance, the maximum exposure
to credit losses is approximately the contract amount stated above.

The Corporation also sells put options that are considered a
form of financial guarantee when the counterparties that purchase
the contracts actually own the reference financial instrument (gen-
erally loans, commodities and equities). A put option sold by the
Corporation provides the counterparty the right to sell (i.e., “put”)
the reference asset to the Corporation at a pre-determined price.
The following table summarizes the Corporation’s inventory of
sold put options as of December 31, 2002, in which it is probable
that the counterparty owns the reference financial instrument:

Contract Carrying
(In millions) Amount Value
Loans $1,371 $ 0.7
Commodities 351 7.7
Equities 50 13.2
Other 23 —

In the ordinary course of its business, the Corporation enters
into contracts that contain indemnification provisions. These pro-
visions require the Corporation to make payments to another party
in the event that certain events occur. Many of these provisions call
for the Corporation to indemnify the other party against loss in the
event that the Corporation fails to perform its own obligations
under the contract. These performance guarantees are not subject
to disclosure. Other types of indemnification agreements that func-
tion as financial guarantees are considered to have remote risk of
loss, historical loss experience is negligible and maximum exposure
to loss is not possible to estimate due to the pervasive, yet low
risk, nature of these agreements.

Note 23 - Fair Value of Financial Instruments

The Corporation is required to disclose the estimated fair value of
its financial instruments in accordance with SFAS No. 107,
“Disclosures about Fair Value of Financial Instruments.” These
disclosures do not attempt to estimate or represent the
Corporation’s fair value as a whole. The disclosure excludes assets
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and liabilities that are not financial instruments as well as the sig-
nificant unrecognized value associated with core deposits and
credit card relationships.

Fair value amounts disclosed represent point-in-time esti-
mates that may change in subsequent reporting periods due to
market conditions or other factors. Estimated fair value amounts
in theory represent the amounts at which financial instruments
could be exchanged or settled in a current transaction between
willing parties. In practice, however, this may not be the case due
to inherent limitations in the methodologies and assumptions
used to estimate fair value. For example, quoted market prices

may not be realized because the financial instrument may be
traded in a market that lacks liquidity; or a fair value derived
using a discounted cash flow approach may not be the amount
realized because of the subjectivity involved in selecting the under-
lying assumptions, such as projecting cash flows or selecting a
discount rate. The fair value amount also may not be realized
because it ignores transaction costs and does not include potential
tax effects. The Corporation does not plan to dispose of, either
through sale or settlement, the majority of its financial instru-
ments at these estimated fair values.

2002 2001
Carrying | Estimated Carrying Estimated
(In millions) Value | Fair Value Value Fair Value
Financial assets:
Cash and other short-term financial instruments (a) $ 37,001 $ 37,001 $ 28,017 $ 28,017
Trading assets (a) 7,190 7,190 6,167 6,167
Investment securities (b) 67,643 67,643 60,883 60,883
Loans (c) 148,125 146,649 156,733 154,619
Allowance for credit losses (4,525) — (4,528) —
Loans, net 143,600 146,649 152,205 154,619
Derivative product assets (f) 4,273 4,273 3,225 3,225
Financial instruments in other assets (a) 1,315 1,315 1,459 1,459
Financial liabilities:
Deposits (d) 170,008 171,312 167,530 168,414
Securities sold not yet purchased (a) 1,957 1,957 1,237 1,237
Other short-term financial instruments (a) 25,149 25,149 23,003 23,003
Long-term debt " (e) 43,234 46,090 43,418 44,521
Derivative product liabilities (f) 3,838 3,838 2,574 2,574
Financial instruments in other liabilities (a) 930 930 1,273 1,273

(1) Includes trust preferred capital securities.

Estimated fair values are determined as follows:

(a) Financial Instruments Whose Carrying Value

Approximates Fair Value

A financial instrument’s carrying value approximates its fair value
when the financial instrument has an immediate or short-term
maturity (generally one year or less), or is carried at fair value.
Quoted market prices or dealer quotes typically are used to esti-
mate fair values of trading securities and securities sold under
repurchase agreements.

(b) Investment Securities

Quoted market prices typically are used to estimate the fair value
of debt investment securities. Quoted market prices for similar
securities are used to estimate fair value when a quoted market
price is not available for a specific debt investment security. See
Note 1(f) “Investment Securities” on pages 84—85 for the method-
ologies used to determine the fair value of equity investment
securities.
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(c) Loans

The loan portfolio was segmented based on loan type, credit qual-
ity and repricing characteristics. Carrying values are used to
estimate fair values of certain variable rate loans with no signifi-
cant credit concerns and frequent repricing. A discounted cash
flow method was used to estimate the fair value of other loans.
Discounting was based on the contractual cash flows, and dis-
count rates typically are based on the year-end yield curve plus a
spread that reflects pricing on loans with similar characteristics. If
applicable, prepayment assumptions are factored into the fair
value determination based on historical experience and current
economic and lending conditions.

Commitments to extend credit and letters of credit typically
result in loans with a market interest rate when funded. The
recorded book value of deferred fee income approximates the
fair value.
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(d) Deposits

The amount payable on demand at the report date is used to esti-
mate the fair value of demand and savings deposits with no
defined maturity. A discounted cash flow method is used to esti-
mate the fair value of fixed-rate time deposits. Discounting was
based on the contractual cash flows and the current rates at which
similar deposits with similar remaining maturities would be issued,
adjusted for servicing costs. Typically, the carrying value is used to
estimate the fair value of floating-rate time deposits.

(e) Long-Term Debt

Quoted market prices or the discounted cash flow method was
used to estimate the fair value of the Corporation’s fixed-rate long-
term debt. Discounting was based on the contractual cash flows
and the current rates at which debt with similar terms could be
issued. Typically, the carrying value is used to estimate the fair
value of floating-rate long-term debt.

(f) Derivative Product Assets and Liabilities

Quoted market prices or valuation models that incorporate cur-
rent market data inputs are used to estimate the fair value of
derivative product assets and liabilities.

Note 24 - Related Party Transactions

Certain executive officers, directors and their related interests are
loan customers of the Corporation. These loans in the aggregate
were less than 5% of stockholders’” equity at December 31, 2002,
and 2001.

Note 25 - Pledged Assets

Assets having a book value of $56.9 billion as of December 31,
2002, and $70.3 billion as of December 31, 2001, were pledged
as collateral for repurchase agreements, certain derivative instru-
ment transactions, governmental and trust department deposits in
accordance with federal and state requirements, and for other
purposes required by law. The assets pledged generally were com-
prised of investment securities and loans. Of the total collateral
pledged as of December 31, 2002, $3.2 billion of collateral, which
was comprised of securities posted as collateral for repurchase
agreements, were permitted to be sold or repledged by the secured
party. The Corporation does not issue equity puts.

The Corporation’s bank affiliates are required to maintain
average noninterest-bearing cash balances, in accordance with
Federal Reserve Board regulations. The average required reserve
balances were $2.5 billion in 2002 and $2.3 billion in 2001.

Note 26 - Collateral Policy Related to Certain Asset
Transfer Activity

It is the Corporation’s policy to take possession of securities pur-
chased under agreements to resell in order to secure the risk of
counterparty nonperformance on a transaction. The Corporation
monitors the fair value of the underlying securities as compared to
the related receivable, including accrued interest, and adjusts the
level of collateral as necessary. With respect to securities lent, the
Corporation receives collateral to secure the risk of counterparty
nonperformance in the form of cash or other collateral, in an
amount generally in excess of the fair value of the lent securities.
The Corporation monitors the fair value of the securities lent on a
daily basis, and additional cash or securities are obtained as necessary.
At December 31, 2002, and 2001, the fair value of collateral
accepted by the Corporation in connection with these activities
was $7.0 billion and $6.3 billion, respectively, of which, $6.6 bil-
lion and $5.9 billion, respectively, had been sold or repledged as
of the balance sheet date.

The maximum outstanding amount of securities under resale
agreements at any month end during 2002 and 2001, was $8.1
billion and $8.5 billion, respectively. The average oustanding
amount of securities under resale agreements during 2002 and
2001 was $6.5 billion and $7.1 billion, respectively.

Note 27 - Contingent Liabilities

The Corporation and certain of its subsidiaries have been named
as defendants in various legal proceedings, including certain class
actions, arising out of the normal course of business or opera-
tions. In certain of these proceedings, which are based on alleged
violations of consumer protection, securities, banking, insurance
and other laws, rules or principles, substantial money damages
are asserted against the Corporation and its subsidiaries. Since
the Corporation and certain of its subsidiaries, which are regulated
by one or more federal and state regulatory authorities, are the
subject of numerous examinations and reviews by such authorities,
the Corporation also is and will be, from time to time, normally
engaged in various disagreements with regulators, related pri-
marily to its financial services businesses. The Corporation has also
received certain tax deficiency assessments. In view of the inher-
ent difficulty of predicting the outcome of such matters, the
Corporation cannot state what the eventual outcome of pending
matters will be; however, based on current knowledge and after
consultation with counsel, management does not believe that lia-
bilities arising from these matters, if any, will have a material
adverse effect on the consolidated financial position or results of
operations of the Corporation.
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Note 28 - Parent Company Only Condensed Financial Statements
Condensed Balance Sheets

At December 31, 2002 2001
(In millions)

Assets

Cash and due from banks:

Bank subsidiaries S 6 $ 2
Interest-bearing due from banks:

Bank subsidiaries 7,128 7,345
Securities purchased under resale agreements 50 30
Trading assets —_ 5
Investment securities 20 17
Loans and receivables—subsidiaries:

Bank subsidiaries 5,304 6,171

Nonbank subsidiaries 7,096 7,940
Investment in subsidiaries:

Bank subsidiaries 24,943 22,670

Nonbank subsidiaries 1,630 1,630
Other assets 834 1,179

Total assets $47,011 $46,989
Liabilities and Stockholders’ Equity
Short-term borrowings:

Nonbank subsidiaries S 63 $ 68

Other 457 546
Long-term debt:

Nonbank subsidiaries 3,411 3,419

Other 19,407 21,465
Other liabilities 1,233 1,265

Total liabilities 24,571 26,763
Stockholders’ equity 22,440 20,226
Total liabilities and stockholders’ equity $47,011 $46,989
Condensed Income Statements
For The Year Ended December 31, 2002 2001 2000
(In millions)
Operating Income
Dividends:

Bank subsidiaries $1,634 $1,645 $1,775

Nonbank subsidiaries 57 209 762
Interest income:

Bank subsidiaries 289 655 822

Nonbank subsidiaries 316 381 513

Other 1 3 22
Other income (loss):

Bank subsidiaries 1 5 7

Other (11) (2) 19

Total operating income 2,287 2,896 3,920
Operating Expense
Interest expense:

Nonbank subsidiaries 253 234 161

Other 943 1,308 1,556
Merger and restructuring-related charges (reversals) (12) (12) 140
Salaries and employee benefits — (1) 52
Professional fees and services — 2 4
Other expense 5 34 255

Total operating expense 1,189 1,565 2,168
Income before income taxes and cumulative effect of change in

accounting principle and equity in undistributed net income (loss) of subsidiaries 1,098 1,331 1,752
Applicable income tax benefit (224) (202) (197)
Income before cumulative effect of change in accounting principle

and equity in undistributed net income (loss) of subsidiaries 1,322 1,533 1,949
Equity in undistributed net income (loss) of subsidiaries:

Bank subsidiaries 2,181 1,300 (1,835)

Nonbank subsidiaries (208) (151) (625)
Income (loss) before cumulative effect of change in accounting principle 3,295 2,682 (511)
Cumulative effect of change in accounting principle, net of taxes of ($25) — (44) —
Net income (loss) $3,295 $2,638 $ (511)
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Note 29 - Continued-Parent Company Only Condensed Financial Statements

Condensed Statements of Cash Flows

For The Year Ended December 31, 2002 2001 2000
(In millions)
Cash Flows from Operating Activities:
Net income (loss) $ 3,295 $ 2,638 $(511)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Equity in net income of subsidiaries (3,664) (3,003) (77)
Cumulative effect of accounting change of subsidiaries — 69 —
Dividends received from subsidiaries 1,691 1,854 2,537
Other operating adjustments 1,123 68 83
Net cash provided by operating activities 2,445 1,626 2,032
Cash Flows from Investing Activities:
Net decrease (increase) in loans to subsidiaries 1,550 (435) 2,296
Net increase in capital investments in subsidiaries (262) (412) (668)
Purchase of investment securities—available for sale (15) (79) (1,095)
Proceeds from sales and maturities of investment securities—available for sale 16 189 1,321
Other, net (19) (30) 29
Net cash provided by (used in) investing activities 1,270 (767) 1,883
Cash Flows from Financing Activities:
Net decrease in commercial paper and short-term borrowings (100) (624) (181)
Proceeds from issuance of long-term debt 1,854 6,414 3,964
Redemption and repayment of long-term debt (4,375) (5,495) (2,216)
Dividends paid (982) (991) (1,222)
Proceeds from issuance of common and treasury stock 292 191 152
Purchase of treasury stock (617) (78) (3)
Payment for redemption of preferred stock — (190) —
Net cash (used in) provided by financing activities (3,928) (773) 494
Net (decrease) increase in cash and cash equivalents (213) 86 4,409
Cash and cash equivalents at beginning of year 7,347 7,261 2,852
Cash and cash equivalents at end of year $7,134 $ 7,347 $7,261
Other cash-flow disclosures:
Interest paid $ 1,246 $ 1,501 $ 1,620
Income tax received (539) (374) (139)

Overnight money market loans, short-term investments and other sources of liquid assets exceeded the amount of commercial

paper issued at December 31, 2001.
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Note 30 - Quarterly Financial Data (Unaudited)

2002 2001
Fourth Third Second First Fourth Third Second First
(In millions, except per share data,
ratios, and headcount)
Income Statement Data:
Total revenue, net of interest expense S 4225 $ 4,180 S 4,274 S 4,152 $ 4,207 $ 4,016 $ 3,846 $ 3,792
Net interest income—
fully taxable-equivalent (“FTE”) basis " 2,192 2,235 2,078 2,235 2,273 2,193 2,085 2,218
Noninterest income 2,069 1,983 2,232 1,952 1,972 1,853 1,791 1,607
Provision for credit losses 628 587 607 665 765 620 540 585
Noninterest expense 2,383 2,415 2,438 2,345 2,706 2,303 2,306 2,236
Income before cumulative effect
of change in accounting principle 842 823 843 787 541 754 708 679
Net income 842 823 843 787 541 754 664 679
Per Common Share Data:
Income before cumulative effect
of change in accounting principle:
Basic S 073 § 0.71 § 0.72 § 067 $ 046 $ 064 $ 060 $ 0.58
Diluted 0.72 0.70 0.71 0.67 0.46 0.64 0.60 0.58
Net income:
Basic S 0.73 § 0.71 § 0.72 § 067 $ 046 $ 064 $ 057 $ 0.58
Diluted 0.72 0.70 0.71 0.67 0.46 0.64 0.56 0.58
Cash dividends declared 0.21 0.21 0.21 0.21 0.21 0.21 0.21 0.21
Book value 19.28 18.79 18.37 17.81 17.33 17.30 16.49 16.20
Balance Sheet Data -
Ending Balances:
Loans $148,125 $150,389 $147,728 $152,126 $156,733 $164,251 $166,576 $171,427
Total assets 277,383 274,187 270,343 262,947 268,954 270,252 272,412 274,352
Deposits 170,008 164,036 157,518 158,803 167,530 162,385 164,299 163,555
Long-term debt @ 43,234 42,481 43,756 44,194 43,418 44,361 41,693 42,197
Common stockholders’ equity 22,440 21,925 21,563 20,913 20,226 20,192 19,261 18,876
Total stockholders’ equity 22,440 21,925 21,563 20,913 20,226 20,382 19,451 19,066
Credit Quality Ratios:
Net charge-offs to average loans 1.65% 1.55% 1.62% 1.71% 1.79% 1.37% 1.22% 1.13%
Allowance to period end loans 3.20 3.17 3.19 3.06 2.97 2.82 2.62 2.52
Nonperforming assets
to related assets © 2.38 2.48 2.65 2.58 2.35 1.96 1.77 1.55
Financial Performance Ratios:
Return on average assets 1.24% 1.24% 1.32% 1.21% 0.80% 1.13% 0.99% 1.02%
Return on average
common equity 15.0 14.8 15.7 15.3 10.5 15.0 13.9 14.6
Net interest margin 3.67 3.84 3.69 3.91 3.84 3.70 3.50 3.71
Efficiency ratio 55.9 57.3 56.6 56.0 63.7 56.9 59.5 58.5
Capital Ratios:
Risk-based capital:
Tier 1 9.9% 9.5% 9.4% 9.0% 8.6% 8.4% 8.2% 7.8%
Total 13.7 13.0 13.0 12.7 12.2 11.7 11.6 11.2
Leverage 8.9 9.0 9.1 8.6 8.2 8.1 8.0 7.7
Common Stock Data:
Average shares outstanding:
Basic 1,157 1,162 1,174 1,170 1,166 1,168 1,166 1,163
Diluted 1,166 1,171 1,184 1,179 1,174 1,176 1,176 1,173
Stock price:
High $ 40.05 S 41.20 $ 4253 $ 4245 $ 3985 $ 3895 $ 39.60 $ 39.85
Low 32.59 32.90 37.02 34.56 28.00 28.00 33.61 33.49
Close 36.55 37.40 38.48 41.78 39.05 31.47 35.80 36.18
Headcount 73,685 73,535 73,579 73,864 73,519 75,801 78,491 79,157
m Net interest income-FTE includes taxable equivalent adjustments of $36 million, $38 million, $36 million and $35 million for quarters ended December 31, 2002,

September 30, 2002, June 30, 2002 and March 31, 2002, respectively. Net interest income-FTE includes taxable equivalent adjustments of $38 million, $30 million, $30
million and $33 million for quarters ended December 31, 2001, September 30, 2001, June 30, 2001 and March 31, 2001, respectively.

(2) Includes trust preferred capital securities.

(3) Related assets consist of loans outstanding, including loans held for sale, and other real estate owned.

(4) 2002 includes the addition of employees due to the consolidation of Paymentech, Inc. and Anexsys, LLC.

5) Results include the effect of the consolidation of Paymentech, Inc. and Anexsys, LLC.
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REPORT OF MANAGEMENT

Management of BANK ONE CORPORATION and its sub-
sidiaries (the “Corporation”) is responsible for the preparation,
integrity and fair presentation of its published financial reports.
These reports include consolidated financial statements that have
been prepared in accordance with generally accepted accounting
principles in the United States of America, using management’s
best judgment and all information available.

The consolidated financial statements of the Corporation
have been audited by KPMG LLP, independent public accoun-
tants. Their accompanying report is based upon an audit
conducted in accordance with standards established by the
American Institute of Certified Public Accountants, including
the related review of internal accounting controls and financial
reporting matters. The Audit and Risk Management Committee
of the Board of Directors, which consists solely of outside direc-
tors, meets at least quarterly with the independent auditors,
Corporate Audit and representatives of management to discuss,
among other things, accounting and financial reporting matters.

Management of the Corporation is responsible for estab-
lishing and maintaining disclosure controls and procedures to
ensure that information required to be disclosed in reports filed or
submitted under Securities Exchange Act of 1934 (the “Exchange
Act”) is recorded, processed, summarized and reported, within
the time periods specified in the Commission’s rules and forms. In
addition to disclosure controls and procedures, management of
the Corporation is responsible for establishing and maintaining an
effective internal control structure, which provides reasonable,
but not absolute, assurance of the safeguarding of assets against
unauthorized acquisition, use or disposition. The Corporation
maintains systems of controls that it believes are reasonably
designed to provide management with timely and accurate infor-
mation about the operations of the Corporation. This process is
supported by an internal audit function along with the ongoing
appraisal of controls by the Audit and Risk Management
Committee. Both the Corporation’s independent auditors and
the internal audit function directly provide reports on significant
matters to the Audit and Risk Management Committee. The
Corporation’s independent auditors, the internal audit function
and the Audit and Risk Management Committee have free access
to each other. Disclosure controls and procedures, internal con-
trols, systems and corporate-wide processes and procedures are
continually evaluated and enhanced.

Management of the Corporation evaluated its disclosure
controls and procedures as of December 31, 2002. Based on this
evaluation, the Principal Executive Officer and Principal Financial
Officer each concludes that as of December 31, 2002, the
Corporation maintained effective disclosure controls and proce-
dures in all material respects, including those to ensure that
information required to be disclosed in reports filed or submitted
under the Exchange Act is recorded, processed, summarized and
reported, within the time periods specified in the Commission’s
rules and forms, and is accumulated and communicated to man-
agement, including the Principal Executive Officer and the
Principal Financial Officer, as appropriate to allow for timely dis-
closure. There have been no significant changes in internal
controls or in other factors that could significantly affect internal
controls subsequent to our most recent evaluation.

The Corporation is dedicated to maintaining a culture that
reflects the highest standards of integrity and ethical conduct
when engaging in its business activities. Management of the
Corporation is responsible for compliance with various federal
and state laws and regulations, and the Corporation has estab-
lished procedures that are designed to ensure that management’s
policies relating to conduct, ethics and business practices are fol-
lowed on a uniform basis.

BANK ONE CORPORATION

James Dimon
Chairman and Chief Executive Officer

Heidi Miller
Executive Vice President and Chief Financial Officer

Chicago, Illinois
January 16, 2003
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
BANK ONE CORPORATION:

We have audited the accompanying consolidated balance sheets of
Bank One Corporation and subsidiaries (“the Corporation”) as of
December 31, 2002 and 2001, and the related consolidated state-
ments of income, stockholders’ equity, and cash flows for the
years then ended. These consolidated financial statements are the
responsibility of the Corporation’s management. Our responsi-
bility is to express an opinion on these consolidated financial
statements based on our audits. The accompanying consolidated
statements of income, stockholders’ equity, and cash flows of the
Corporation for the year ended December 31, 2000 have been
audited by the Corporation’s predecessor auditors, who have
ceased operations. Those auditors expressed an unqualified opinion
on those consolidated financial statements in their report dated
January 17, 2001.

We conducted our audits in accordance with auditing stan-
dards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are
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free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements referred
to above present fairly, in all material respects, the financial posi-
tion of the Corporation as of December 31, 2002 and 2001, and
the results of their operations and their cash flows for the years
then ended, in conformity with accounting principles generally
accepted in the United States of America.

Chicago, Illinois
January 16, 2003



SELECTED STATISTICAL INFORMATION

BANK ONE CORPORATION and Subsidiaries

Common Stock and Stockholder Data: '? 2002 2001 2000 1999 1998
Market price:
High for the year $42.53 $39.85 $38.81 $63.13 $64.78
Low for the year 32.59 28.00 24.25 29.98 37.58
At year-end 36.55 39.05 36.63 32.00 51.06
Book value (at year-end) 19.28 17.33 15.90 17.34 17.31
Dividend payout ratio 30% 38% N/M 57% 58%
Financial Ratios:
Net income (loss) as a percentage of: @
Average stockholders’ equity 15.2% 13.4% (2.6)% 17.0% 15.8%
Average common stockholders’ equity 15.2 13.5 (2.6) 17.2 15.9
Average total assets 1.3 1.0 (0.2) 1.4 1.3
Average earning assets 1.4 1.1 (0.2) 1.6 1.5
Stockholders’ equity at year-end as a percentage of:
Total assets at year-end 8.1 7.5 6.9 7.5 7.9
Total loans at year-end 15.1 12.9 10.7 12.3 13.2
Total deposits at year-end 13.2 12.1 11.2 12.4 12.7
Average stockholders’ equity as a percentage of:
Average total assets 8.2 7.3 7.2 8.0 8.2
Average loans 14.4 11.6 11.4 13.0 12.7
Average deposits 13.6 12.0 12.0 13.2 13.1
Income to fixed charges:
Excluding interest on deposits 2.8x 2.0x 0.8x 2.3x 2.3x
Including interest on deposits 1.9x 1.4x 0.9x 1.6x 1.5x

N/M  Not meaningful.

There were 103,589 registered common stockholders of record as of December 31, 2002.

M)

(2)  The principal market for the Corporation’s common stock is the New York Stock Exchange. The Corporation’s common stock is also listed on the Chicago Stock Exchange.
(3) Does not include a deduction for preferred dividends.

(4)  Results for the year ended December 31, 2000, were insufficient to cover fixed charges. The coverage deficiency was approximately $1.2 billion.
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